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INTRODUCTION
Montanans face a critical decision.

First, burden

index comparisons reveal that Montana is a high-tax state.^
Second, general fund shortages point to a coming curtailment
of essential state services at existing levels of taxation.
This creates a situation of increasing difficulty.
TABLE 1®
COMPARATIVE STATE AND LOCAL TAX BURDENS
IN THE WESTERN STATES, FISCAL 1960

Burden
Index°

State

6.06
5.95
5.77
5.51
5.03
4.98
4.78
4.70
4.17
5.74
3.25

Utah
Idaho
Montana
Arizona
Wyoming
New Mexico
Oregon
Colorado
Washington
California
Nevada

Source; See footnote 1.
(Total
state and local taxes as a percent of per
sonal income/ per capita personal income )

X 1,000.

The usual burden index comparisons are per capita
tax loads and taxes as a percent of personal income. Each
has a particular defect. The former, although assessing the
tax contribution of the average citizen in a state, does not
-

1-
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TABLE 2»
MONTANA GENERAL FUND BALANCES,
FISCAL 1949-61
(Millions of Dollars )

Fiscal
Year

Balance on
June 30

1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961

^14•7 36
13.375
9.845
7.518
5.246
6.898
5.016
3.815
3.072
.177
-3 .074 b
-4,981
-6.634b

^Sources: 1949-58 balances-Montana Tax Facts (Helena: Montana
taxpayers' Association, 1959), p. 27;
1959 balance— Montana, 1959 Legis
lative Budget, p. vi; 1960-61 balances--Monîana, 1961 Legislative
Budget, p. 14. bJËstimate,

measure ability to pay. The latter, while measuring ability
to pay in the form of personal income, fails to consider the
sacrifice involved in reaching a given level of tax revenue.
It is possible to construct a synthesized burden index,
which eliminates the drawback to each standard measure, by
dividing per capita personal income (an indicator of individ
ual sacrifice ) into taxes as a percent of personal income
(an ability-to-pay index). See Henry J. Frank, "Measuring
State Tax Burdens," National Tax Journal, XII (June. 1959),
pp. 179-185.
The burden measures in Table 1 are Frank-type in
dexes utilizing fiscal 1960 state and local tax data, cal
endar 1959 personal Income, and per capita personal income
derived in terms of adjusted 1960 population for the Western
states. The relevant sources are; state taxes— U. S. Bu
reau of the Census, State Tax Collections in 1960, p. 5;
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A bright future for Montana is contingent on the
maintenance of adequate state programs in many fields.

Those

who are loathe to forfeit the benefits which accrue from a
progressive system of secondary and higher education, suf
ficiently financed custodial and correctional institutions,
and other important activities are aware of this fact.

But

what most people fail to realize is that such programs cost
money--money that is not available within the existing tax
structure.

Therefore, it is imperative that responsible

citizens prepare to evaluate alternative forms of taxation
in their own interest and in the interest of the state.
No consideration of state revenue sources should
ignore sales taxation.

Sales taxes amounted

to 2Z*9% of

all state tax collections and 34.4% of total yield in the
thirty-four states imposing them during 1960.^

Figures of

such magnitude indicate widespread acceptance of sales tax
ation in the United States.
The most useful classification of sales
based on coverage.

Retail sales taxes apply

taxes is that

to sales of tan

gible personal property and consumption goods at the retail

local property taxes— agencies in the individual states via
the Montana Taxpayers’ Association; state total and per
capita personal income— U. S. Department of Commerce, Office
of Business Economics, Survey of Current Business, XL (August,
1960), p. 17.
P
'^Percentages are based on data from State Tax Col
lections in 1960, pp. 5-6. The state sales tax figures 3^o
not incluae excise tax collections.
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General sales taxes involve an extension of the tax

base to include wholesale, manufacturing, and extractive in
dustries.

Gross receipts taxes cover personal and profes

sional services, as well as the categories cited above.
Gross income taxes also embrace non-business receipts such
as wages and salaries.

In practice this breakdown excludes

excise taxes, which are specific levies on particular com
modities
States employing the various sales taxes in 1958
are listed in Table 3 below.

A quick inspection of the

table reveals the almost universal practice of taxing only
at retail.

According to a Colorado tax group ;

The preponderance of the single-stage retail tax at
the state level is significant, and merits special
attention. Actually, it is explainable largely on
fiscal and administrative grounds.
In terms of the
dollar volume of sales the tax base is obviously much
larger at this level. Also many of the tax jurisdic
tions have relatively little manufacturing or natural
resource industries other than agriculture. Admin
istratively, every additional type of business taxed
tends to add to the enforcement problem. Another con
sideration that may serve to deter use of the mult iple
stage form is "tax pyramiding." If several or all of
the stages in the production and marketing of goods
are taxed, the consumer is faced with a pyramided
burden in the sense that he is paying a tax on a tax.^

The comments up to this point are based on Clinton
V. Oster, State Retail Sales Taxation (Columbus; Ohio State
University, 1957 ), pp.
^Montana has excise taxes on cigarettes, liquor, and
gasoline at the present time.
^Governor’s Tax Study Group, Financing Government
in Colorado, 1959, p. 181.
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-5TABLE 3 a
STATE SALES TAX TYPES AND RATES, 1958

State^
Alabama
Arizona
Arkansas
California
Colorado
Connecticut
Florida
Georgia
Illinois
Indiana
Iowa
Kansas
Louisiana
Maine
Maryland
Michigan
Mississippi
Missouri
Nevada
New Mexico
North Carolina
North Dakota
Ohio
Oklahoma
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Utah
Washington
West Virginia
Wyoming

Type of
Tax
Retail Sales
General Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Gross Income
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Gross Receipts
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales®
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Retail Sales
Gross Receipts
Retail Sales
Gross Income
Retail Sales

Tax
Rate
3^
2

3
3®
2
3®
3®
3
2.5
.375
2
2.5
2
3®
2®
3.
3^^
2
2
2d
3®
2
3®
2d
38
3®
3<^
2^
3^
2d
3.33
.4
2
.5
2

Source; Facts and Figures on Government Finance
(New York; Tax Foundstio~IncT^^:^5F7,~ p. 174.—
Current
listing of sales tax states would also include Hawaii (not
a state in 1968) and Kentucky (a sales tax state as of 1959),
Pennsylvania tax is a unique selective sales tax inclusive
(Notes continued on page 6. )
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Concerning the selection of sales taxes,

John F.

Due adds an additional comment to the effect that states
choose the retail levy to avoid interstate complications.^
The arguments of the Colorado group and Due build a good
case in favor of the retail form for most states thinking
in terms of sales taxation as a source of additional income
Table 3 also contains state sales tax rates as of
1958.

These are not especially meaningful, since different

exemptions, the most notable being food, cause effective
burdens to vary among states having the same published rate,
Thus, no jurisdiction contemplating a sales tax can rely on
the rate experience of others.
Some significant considerations in the evaluation
of any tax are its revenue productivity, equity, adminis
trative cost, effect on industrial location, incidence, and
economic consequences.

The first four criteria are treated

in the present study with particular reference to Montana
retail sales taxation.

Various impediments to the testing

of hypotheses regarding the incidence and economic effects
of a sales tax preclude more than a general theoretical
analysis, which will be undertaken at this point.

enough to be classified in the retail category.
Limited
exemption of food for home consumption.
©General exemption
of food for home consumption.
®John F. Due, Sales Taxation (Urbana:
of Illinois Press, 1957
p . 296.
"

University
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The Incidence of a tax la its final resting place.
In the case of a retail sales tax, it is ordinarily
by economists that the incidence is on the consumer.

assumed
This

supposition is primarily one of conv e n i e n c e , a n d is based
on the following conditions*®

the existence of imperfect

competition and average-cost pricing, a monetary policy de
signed to facilitate tax-shifting from business to the con
sumer, a governmental practice of spending all sales tax
receipts for factors of production or commodities, a con
stant savings-consumption ratio in money terms, full em
ployment, and the absence of exemptions.

Any obstacle to

the effective operation of one or more of these conditions
will lessen the extent to which retail prices respond upward
g
because of the tax.
The topic of incentives is prominent in discussions
of the economic consequences of sales taxation.

It would

seem that incentives to economic growth are not hampered by
a sales tax, unless the desirability of business investment
is diminished as a direct result of falling consumption

7

Only by assuming that a sales tax is borne in full
by consumers can one make family burden estimates, which
are the crux of equity discussions.
^These are essentially from Due, 0£. cit., pp. 12
and 15.
9por a complete analysis of the influences tending
to lessen the certainty of tax-induced price increases see
Due, op. cit., pp. 12-19 and pp. 22-23 and Oster, op, cit.,
pp. 4FZ55":
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expenditures.

With respect to work incentives, it is

possible that people with low incomes might be induced to
expend more effort after a sales tax is imposed in order
to maintain the same standard of l i v i n g . T h e

"disin

centive" effects of a sales levy are probably minimized
when income from additional work is to be used for non12
taxable purposes.
In comparative terms, it is likely that
a sales tax poses less of a problem in the area of incentives
than an income tax. 13
Other economic aspects of sales taxation relate to
resource allocation, employment, production, and prices.
It is often argued that a sales tax distorts prices and causes
consumers to purchase less of taxed and more of untaxed com
modities, thereby creating a misallocation of resources to
the production of goods that are socially "inferior" (i.e.,
goods that would not have been purchased to as great an ex
tent in the absence of the tax).

Although there is an

IQReport of the Governor* s Minnesota Tax Study Com
mittee , 195"6, p'i. ¥^2.

H.
Kimmel, "Economic Effects of Sales and E
Taxes," proceedings of the Forty-Fifth Annual Conference on
Taxation', iJational Tax Association^ 1^52, p.
^^Due, o£. cit., p. 31.
^^This conclusion is based on Due, op. cit., p. 31
and Nicholas Kaldor, An Expenditure Tax (London; George
Allen and Unwin, 1955"77 pp. 130-140.
^^The ensuing discussion of these topics is from
Oster, 0£. cit., pp. 56-61.
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element of truth in the observation, the degree of mis
allocation depends upon relative elasticities of demand and
the number of tax-exempt goods.
Sales taxes are frequently criticized on the ground
that forward shifting by producers necessitates a reduction
in supply leading to unemployment.

The contention may be

valid if government does not spend some or all of its sales
tax receipts, or if real purchases in the private economy
fall in response to a tax-induced decline in money demand.
Under certain conditions, sales taxation might serve
as a tool of anti-inflationary policy.
that a sales tax is regressive.

It is often said

This observation, coupled

with the probability that low-income groups spend greater
percentages of their earnings than those whose incomes are
higher, enables one to tentatively conclude that the sales
tax reaches more spending dollars than a progressive income
tax yielding comparable sums of revenue.

On this basis, it

has more of a downward influence on the general level of
prices.

If a sales levy is not regressive, or if the rel

evant consumption function is nearly linear, or if govern
ment fails to withhold its tax receipts, or if adverse
Institutional arrangements prevail (e.g., union pressures
for higher wages ), then the anti-inflationary advantage
of sales taxation is less determinate.
Most of the following pages are devoted to the more
discernible aspects of a hypothetical Montana retail sales
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tax and to an analysis of suggested alternatives.

The

emphasis on retail sales taxation is an outgrowth of the
fact that Montana is primarily an agricultural state, as
shown by Table 4 below.

The taxation of non-retail sales

would be hampered by the relative insignificance of manu
facturing and other industries.

To derive adequate amounts

of revenue would require non-retail sales tax rates that
might well be excessive, unless existing business taxes
were curtailed.

There would also be the burden of extra

administrative details and costs.

Finally, as the Colorado

tax group suggests, the undesirable effects of pyramiding
might prove to be a troublesome influence.
TABLE 4a
SOURCES OF INCOME RECEIVED BY PERSONS FOR PARTICIPATION
IN MONTANA CURRENT PRODUCTION, 1958
(Percentages of total)

Source of Income
Farms
Wholesale and retail trade
Government®
Manufacturing
Transportât ion
Services
Contract Construction
Mining
Finance, insurance, real estate
Communications, public utilities

Percentage^
24.5
17.8
12.9
10.1
8.1
7.7
6.7
5.6
3.7
2.9

^Source* U. S. Department of Commerce, Office
of Business Economics, Survey of Current Business, XXXIX
(August, 1959), p. 24. bCompuTed from absolute data.
cDoes not include earnings of military personnel.
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CHAPTER I
ASSUMPTIONS AND ESTIMATES
It is hard to evaluate a hypothetical Montana re
tail sales tax, especially with respect to the considera
tions of revenue and equity.

Such issues are clouded by

a scarcity of relevant material.

To analyze them requires

the making of estimates based on certain necessary assump
tions.

The present chapter is designed to familiarize the

reader with the nature and limitations of these assumptions,
as well as the basic data to which they have been applied.
Revenue Estimates
The determination of probable revenue from a
Montana retail sales tax must be approached by approximating
the expenditure habits of average families in various income
classes.

The core of this family-expenditure method is a

survey by the Wharton School of Finance and Commerce and the
Bureau of Labor Statistics, entitled Study of Consumer Expen
ditures, Incomes, and Savings.^

This survey contains exten

sive classifications and cross-classifications of average
annual individual family data in 1950, based on consumer
samples in 91 representative United States cities.

The data

^XVIII vols. (University of Pennsylvania, 1966),
-

11-
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are recorded for the individual cities and in summary for

all cities falling into each of the following groupsî

large

cities, suburbs, and small cities in the North, South, and
Wes t .
Each sample family in the various communities was
interviewed at some length and asked to provide Information
regarding its 1950 receipts, disbursements, and savings.
The aggregate figures obtained by this process for particular
samples were divided by the total number of families inter
viewed in each case, irrespective of the fact that some re
spondents did not report given items in the three categories.
2
The resulting sample averages, though biased downward, rep
resent classes of data that are additive--a property of
special importance when one is attempting to ascertain
hypothetical family budgets.
One of the Warton-BLS classifications is net income
The arrangement of data on this basis involves a presentation
of average annual receipts, disbursements, and savings for
single families having net incomes falling into each of the

^The sampling error is only one of three factors
tending to bias the average data downward. The others are
errors of reporting and nonresponse. See Wharton-BLS, op,
cit., I, pp. xiii-xvi.
^The Montana retail sales tax revenue estimates rely
heavily on total 1950 average annual family disbursements in
various taxable categories.
% e t income is gross money income less personal
taxes (income, poll, and personal property) and occupational
expenses. See Wharton-BLS, _0£. cit., p. xxxvii.
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-13following nine classest
under $1,000
,000 to É2,000
2.000 to §3,000
3.000 to $4,000
4.000 to §5,000
5.000 to §6,000
6.000 to §7,500
7,500 to §10,000
10.000 and over
It has been assumed that by taking the arithmetic
mean of all average annual family expenditures in each net
income class for the three types of Western cities, a close
approximation of the average Montana family’s expenditure
pattern in each similar class can be obtained.^

The author

readily acknowledges the statistical inadequacy of such an
assumption, but the data are not conducive to any other
approach to the problem of determining average Montana
family disbursements.
The Wharton-BLS average family expenditures by net
income class contain outlays that would not be taxable under
a Montana retail sales tax.

The mean values of such expen

ditures were subtracted from an aggregate of all mean dis
bursements in each Income class to obtain a set of taxable
total outlays.

Three criteria were employed in determining

the non-taxability of particular expenditures--the types of

It would have been more desirable to use family ex
penditure estimates more closely associated with Montana.
Since Butte was the only Montana city sampled, and since
there was a complete lack of data in the §7,500 to §10,000
income class for Butte (due to the small number of families
sampled), there was no possibility of achieving this goal.
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-14transactions in which they might have been involved, the
taxable status of such transactions under Montana law, and
whether or not any of these represented tax payments in them
selves.

Non-ret ail expenditures and retail disbursements

subject to Montana law were deemed exempt, as were all out
lays for tax purposes alone.
A.

The specific exemptions were ;

Non-retail expenditures;
a. Rent and rental fees (non-homeowner )
b. Land and dwelling costs (homeowner)
1. Ground rent
2. Property and fire insurance
3. Interest and refinancing charges
4. Title search
5. Agent's commission
c. Vacation home costs
1. Interest, Insurance, etc. (owner)
2. Rent (non-owner)
d. Lodging costs
1. Traveler
2. Student
e. Domestic costs
1. Wages and tips to domestic help
2. Postage
3. Insurance on household furnishings and
equipment
f. Health costs
1. Combined medical care (e.g..group hos
pitalization plans)
2. Disability, health, and accident insurance
3. Hospitalization (not covered by insurance)
4. Physicians, specialists, and surgeons
(out of hospital)
5. Dental care
6. Chiropractors, faith healers, etc.
7. Oculists and optometrists
8. Laboratory tests
9. X-rays (out of hospital)
10. Nursing care at home

The average family disbursements include both owner
and renter housing costs. This rather confusing phenomenon
stems from the fact that all expenditures (owner and renter)
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B.

C.

Automobile costs
1. Financing charges
2, Insurance
h. Educational costs
1. School and technical books and supplies
2. School tuition and fees
i. Miscellaneous costs
1. Real estate not occupied or rented
2. Interest on loans
3. Money lost or stolen
4. Allowances to children
5. Funerals, cemetery lots, tombstones
6. Legal fees
Retail expenditures taxable under Montana law
a. Liquor and wine
b . Cigarettes
0 . Automobile gasoline
Tax payments
a. Real property tax
b . Tax on vacation real estate (owner)
c. Automobile registration fees
d. Drivers license fee

Given the average taxable family expenditures by net
income class, it was necessary to consider the number of Mon
tana consuming units in 1950, These consist of families and
7
single consumers, distributed in the 1950 Montana census

are averaged according to a total sample containing both home
owners and renters. The reader should bear in mind that the
conversion of average family expenditures into total disburse
ments for all Montana families (through a process described
later in this chapter) tends to rectify the error implied here,
"^The Bureau of the Census defines a family as ” *,,a
group of two or more persons related by blood, marriage, or
adoption and living together." The single consumer is de
fined for census purposes as an "unrelated individual" not
living with relatives,
"An unrelated individual may be (a) a
household head living alone or with non-relatives only, (b ) a
lodger or resident employee with no relatives in the household,
or (c ) a member of a quasi-household who has no relatives
living with him." The term "quasi-household" refers to such
places of residence as hotels, labor camps, and military
barracks. See U, S. Bureau of the Census, 1950 Census of
Population, II, Part 26 (Montana ), pp. xvii-xviiTI
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-16among the following gross income classes:

G

less than $500
)500 to $999
>1,000 to $1,499
51.500 to j;i,999
J2,000 to $2,499
12.500 to S12,999
53,000 to :53,499
53.500 to :53,999
^4,000 to $4,499
54.500 to $4,999
^5,000 to $5,999
^6,000 to ike,999
k?,000 to #9,999
510,000 and over
It has been assumed that both families and unrelated
individuals in Montana exhibit the same consumption pattern.
The possible distortion of fact embodied in this assumption
is not denied.

It has also been assumed that the net income

breakdown included in the Wharton-BLS survey is reasonably
consistent with the census listing, in terms of the 1950 dis9
tribution of consuming units.
One difficulty in this respect
is the fact that the income ranges between $6,000 and $10,000
could not be made to correspond in the two cases in the ab
sence of another simplifying assumption--the uniform distri
bution of consumers over the specified interval.

Having

^Ibid., p. 35.
^It seems intuitively obvious that few consuming units
would be displaced from a particular gross income class by
alluding to the same class as regards net income. On this
basis, the combination of census income ranges between $0
and $5,000 (such that each range includes those consumers
having incomes within a $1,000 interval) provides a common
frame of reference for the census and Wharton-BLS data.^
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-17made such an assumption, it was possible to allocate the
number of Montana consuming units in accordance with the
Wharton-BLS income classes.
Montana retail sales tax revenue estimates for 1950
were made by first multiplying the average taxable family ex
penditures in each income class by the appropriate number of
Montana families and unrelated individuals.

The nine

resulting figures were added to obtain an aggregate taxable
expenditure for the entire state.

Selected sales tax rates

were applied to this disbursement as a means of determining
specific yields.

The same process was repeated using the

taxable outlays noted above less expenditures for food (a
major equity exemption in some sales tax states ).
The 1950 revenue estimates were expanded to include
succeeding years in accordance with the limited, but quite
necessary, assumption that sales tax yields would have varied
directly with Montana gross personal income between 1950 and
1957.

11

The end results of such an expansion were two sets

of Montana retail sales tax revenue estimates at selected

The adjustment process in this case involved an as
signment of one-eighth of the total number of census con
suming units between $6,000 and $10,000 to each $500 Interval
within this range. It was then possible to estimate the
number of consumers having incomes between $6,000 to $7,500
and $7,500 to $10,000.
No estimates were made for years after 1957, due
to restrictions imposed on the analysis by a lack of data in
the realm of tourist expenditures. The importance of these
expenditures in the overall sales tax revenue picture is dis
cussed in the following paragraph.
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rates for the eight-year period.

These appear in statistical

appendix A, as well as graphically in the next chapter.
The preceding yields are exclusive of probable tourist
sales tax contributions.

The 1951 Montana Travel Report and

1952-57 issues of the Montana Tourist Survey include data
that facilitate appropriate estimates.

12

More specifically,

these publications contain estimated gross tourist expendi13
tures in Montana between 1950 and 1957.
It was possible
to allocate the tourist outlays in terms of taxable and non14
taxable items on a rather general basis.
By assuming that
only disbursements on gasoline and perhaps food would be
15
exempt from taxation,
gross expenditures in each year were
adjusted to allow for the former and for both exemptions.
The selected sales tax rates were applied to obtain two sets
of revenue approximations.

There were combined with the

12

Both publications are issued by the Montana High
way Commission Advertising Department.
13
Tourist expenditure estimates are not available
for 1958 and succeeding years.
1‘
^Professors Peters and Wright, formerly of Montana
State University, listed various absolute tourist expendi
tures in a 1958 publication. These (reduced to percentage
form) serve as a general guide to the percent of total
tourist outlays probably exempt from a retail sales tax.
See William S. Peters and John S. Wright, Tourist Travel
and Expenditures in Montana, 1958, p. 16,
^^Other items (e.g., liquor) would also be exempt,
but there is no way to ascertain how much of the average
tourist's budget might be devoted to these.
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resident yields to determine the estimated revenue from all
non-exempt disbursements in Montana between 1950 and 1957.
The combined data appear in both Appendix A and the ensuing
chapter, while the tourist revenue estimates are shown only
in the former.
A variation of the family-expenditure method was
used to corroborate the previously determined estimates.
As a point of departure, the Wharton-BLS average annual
family expenditures in the various income classes were
divided into the appropriate taxable disbursements (including
those for food) to show the percentages of all class expendi
tures allocated to taxable items.

A weighted average of the

resulting ratios was then taken.
It has necessarily been assumed that the weighted
percentage is a good Indication of the proportion of all Mon
tana expenditures devoted to food and other retail items, as
well as services, between 1950 and 1957.

In accordance with

this assumption, relevant gross expenditures data from the
1954 Census of Business^*^ (less the tourist outlays already
computed) were reduced by the proportion of total resident
expenditures used for non-taxable purposes.

A 1^ sales tax

rate was then applied to the net disbursement in order to
determine a 1954 resident tax yield.

The existing tourist

l®Each ratio was weighted by the number of Montana
families and unrelated individuals in its income class.
17Vol. II, Part 2, p. 26-4.
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estimat© for the same year was added to this figures.

The

resulting aggregate yield was divided into that determined
under the family-expenditure method by Montana personal in
come movements after 1950.

It is significant that the 1954

family-expenditure estimate is 96.4% of the one determined
according to retail sales and services outlays.

It is also

interesting that a similar relationship exists between two
18
corresponding estimates when food is not taxable.
The
former in this case is 99.8% of the latter.

Both comparisons

are given in the next chapter.
Part of Chapter IV is devoted to the discussion of
a combined retail sales-income tax proposal.

Its mechanics

are not important at this point, except to say that it in
volves sales taxation plus the granting of a fixed dollar
income tax credit for every single taxpayer and for each
member of a taxpaying family in Montana.

To make revenue

estimates for such a scheme requires a knowledge of average
family size by net income class.

Usable data for the three

types of Western cities are contained in the Wharton-BLS
survey.

It has been assumed that the mean Western family

size by income class gives a measure of the actual composition
of Montana families.

Such an assumption is conjectural, but

1R
The procedure used to estimate retail sales tax rev
enue under conditions of a food exemption was exactly the same
as that outlined earlier, except that non-taxable expenditures
were greater by the amount of the food disbursement in each
income class.
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the reader will readily surmise its importance in Chapter IV,
Equity Estimates
A most frequent charge of critics is that the sales
tax is basically unfair, because it tends to be regressive,^®
The Wharton-BLS study was employed to evaluate this charge in
terms of a Montana retail sales tax.

Part of the requisite

analysis was to determine Montana family gross and net income
per net income class.

This was accomplished by computing

averages of the Wharton-BLS income data for the three types
of Western cities and assuming that these figures were ade
quate for Montana,

A more direct approach to the problem at

hand was impossible.
A second aspect of the equity issue involves the de
termination of family sales tax liabilities in absolute terms
and as percentages of income.

Absolute liabilities were ob

tained in the present study by applying the same sales tax
rates used in estimating revenue to the mean taxable Western
(i.e., Montana) family expenditures by net income class, both
with and without a food exemption.

Taxable percentages for

each income range were then computed by dividing the appro
priate gross (net ) income figure into the two corresponding

^^A regressive tax is one that accounts for a de
creasing percentage of individual family income as this
income increases. See Oster, op, cit,, pp, 35-41; Due op,
c^^., pp, 36-37; and Due, Government Finance and Economic
Analysis (Homewood; Richard D. Irwin, ïnc, I D ^ ), pp,
330-332,
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absolute tax liabilities.

22

—

These burden ratios, which appear

in the following chapter, are the tools with which the regressivity argument is studied.
A somewhat more restricted regressivity analysis was
undertaken for B u t t e S i n c e

the Wharton-BLS data are not

as abundant in the case of an individual city as they are in
the regional breakdown, it was necessary to consider a new
and less elaborate set of non-taxable items preparatory to
21
computing Butte family tax liabilities.
With the exception
of food for home consumption (the variable equity exemption),
these were:
A.

Non-retail expenditures ;
a. Housing costs
b. Medical care costs
c. Educational costs
d. Miscellaneous costs
B. Retail expenditures taxable under Montana law;
a. Alcoholic beverages
b. Tobacco
c. Automobile operation
By subtracting the expenditures for non-taxable
items (including food in one instance) from the gross dis
bursements of Butte families in the various net income classes, 22

20

It is the author's opinion that the small Butte
sample (123 families) did not produce data detailed or re
liable enough for extending a Butte regressivity analysis
to the state as a whole. However, since it was possible to
undertake such an analysis, there seemed no need to exclude
it from this study.
21

■^The determination of non-taxable items was under
taken according to the same criteria discussed on pages 13
and 14 of this chapter.
2 % n exception was the $7,500 to $10,000 income class,
for which the Wharton-BLS survey reports no items of expendi
ture .

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

—23—
It was possible to obtain two sets of taxable outlays.

The

selected sales tax rates were applied to each set by income
class in order to compute average family tax liabilities.
Percentage burdens were then determined as in the more gen
eral case by dividing appropriate gross and net family in
come figures into each liability.

The resulting equity ratios

are also shown in the next chapter.
As for the retail sales-income tax proposal found
in Chapter IV, regressivity analysis was undertaken by first
considering average family sales tax liabilities already de
termined according to the detailed Wharton-BLS expenditures
data.

Prom the average family's liability in each income

class was subtracted an amount equal to the fixed dollar
income tax credit times the numerical composition of the
family i t s e l f . T h e net liability, in conjunction with mean
Wharton-BLS (i.e., Montana) gross and net incomes for each
class, was used to compute relevant burden ratios.

It is again emphasized that an assumption of cor
respondence between the mean Wharton-BLS family size per in
come class and the size of a representative family in a
similar Montana class was necessary to the estimates made.
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CHAPTER II
A MONTANA RETAIL SALES TAX: REVENUE, EQUITY,
AND ADMINISTRATIVE COST
Revenue
There Is substantial agreement that a high degree
of revenue productivity is the most distinct advantage of
sales taxation.^
ception.

The Montana case would seem to be no ex

Estimated retail sales tax revenues at selected

rates (from residents only) are compared in Chart 1 below
to actual state individual income tax yields between 1950
and 1957.

Similar comparisons are shown in Chart 2, in which

an allowance has been made for probable tourist sales tax
contributions.^

It is significant that in both instances

the income tax is comparable to only the 1^ sales levies.
The revenue argument is strengthened b y high corre
spondence between the 1954 family-expenditure estimates for a
X% sales tax and those made for the same year and at the same

rate on the basis of Montana retail sales and services outlays.^

Ipor particular references to this argument see Oster,
op. cit., pp. 142-145; and Due, Sales Taxation, p. 312.
^The sales tax revenue estimates on which Charts 1
and 2 are based are those determined by the family-expendi
ture method.
^An analysis of other years and other rates would be
superfluous.
Additional retail-sales revenue estimates would
have to be made according to the same criterion employed in
the family-expenditure method (i . e ., Montana gross’personal
income movements ), while the yields at higher rates are only
multiples of the \% figure.
-24-
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CHART 1“
A COMPARISON OP ESTIMATED MONTANA RETAIL SALES TAX REVENUES
AND ACTUAL MONTANA INDIVIDUAL INCOME TAX REVENUE, 1950-1957
(Excluding Estimated Tourist Sales Tax Revenues )

Revenue
(Millions of* Dollars
35
30
25
20
■O'

15
10

1950 1951 1952 1953 1954 1955 1956 1957
Year
^Sources:
See Appendix A.
^Rounded to the nearest million.
Revenue
from a
sales tax (food taxable).
^Revenue from a 3^ sales tax (food taxable).
^Revenue from a 4$^ sales tax (food not tax
able).
^Revenue from a 3^ sales tax (food
not taxable).
SRevenue from a 2 % sales tax
(food taxable).
tiRevenue from a 2 % sales
tax (food not taxable).
iRevenue from indi
vidual income tax.
^Revenue from a 1% sales
tax (food taxable).
^Revenue from a
sales tax (food not taxable).
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CHAKT 2®
A COMPARISON OF ESTIMATED MONTANA RETAIL SALES TAX REVENUES
AND ACTUAL MONTANA INDIVIDUAL INCOME TAX REVENUE, 1950-1957
(Including Estimated Tourist Sales Tax Revenues)

Revenue
(Millions of Dollars )"
35

25
20

-

1510

—

5—

1950' 1951' 1952' 1953' 1954' 1955' 1956' 1957
Year
^Sources : See Appendix A.
^Rounded to the nearest million.
^Revenue
from a 4^ sales tax (food taxable). ^Rev
enue from a
sales tax (food taxable).
©Revenue from a 4^ sales tax (food not tax
able )- ^Revenue from a '5% sales tax (food
not taxable).
©Revenue from a 2% sales tax
(food taxable ). ^Revenue from a 2% sales
tax (food not taxable).
^Revenue from indi
vidual Income tax.
^Revenue from a Vfo sales
tax (food taxable).
^Revenue from a X% sales
tax (food not taxable).
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«27The estimates determined in accordance with each method and
appropriate percentages of correspondence are given in Table
5.
TABLE 5®
FAMILY-EXPENDITURE REVENUE ESTIMATES AS PERCENTAGES
OP RETAIL-SALES REVENUE ESTIMATES FOR A 1%
MONTANA RETAIL SALES TAX, 1954

1% Retail
Sales Tax

Food taxable
Food not taxable
a
SourceÎ

Estimated Revenue
in Millions
of Dollars
(1)
(2)
FamilyRetailExp.
Sales
Method
Method

Percentage
(1) t (21

#6.394

#6.632

96.4^

4.673

4.680

99.85^

See Appendix A,

The implications are clear.

Even at low rates, it

appears that retail sales taxation offers much in the way of
revenue potential for Montana.
Equity
A Montana retail sales tax would probably be mildly
regressive.

Tables 6 and 7 below indicate that this might

be the case in terms of both gross and net income, irre
spective of the taxable status of food.

It is quite notice

able, however, that there is a tendency toward proportionality
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TABLE 6“
ESTIMATED MONTANA INDIVIDUAL FAMILY RETAIL SALES TAX
BURDENS AT SELECTED RATES AS PERCENTAGES OF GROSS
INCOME BY NET INCOME CLASS, 1950

Net
Income Class
Under . ,000
f1,000 to $2,000
i>2,000 to !!3,000
to !>4,000
*",000
!
f3
!14,000 to !>5,000
::5,000 to {>6,000
I ;6 ,000 to {>7,500
!>7',500 to $10,000
,000 and over

Percentage Burdens for;
2^ tax
1% tax
5% tax
tax
Food
Food
Food
Food
Food
Pood
Food
Food not
not
not
not
tax. tax.
tax. tax.
tax. tax.
tax. tax.
1.68 1.10
.92
.61
.80
.54
.78
.53
.72
.51
.52
.71
.67
.51
.60
.46
.42
.34

Source :

3.36
1.84
1.60
1.56
1.44
1.42
1.34
1.20
.84

2.20
1.22
1.08
1.06
1.02
1.04
1.02
.92
.68

5.04
2.76
2.40
2,34
2.16
2.13
2.01
1.80
1.26

3.30
1.83
1.62
1.59
1.53
1.56
1.53
1.38
1,02

See Appendix B
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6.72
3.68
3.20
3.12
2.88
2.84
2.68
2.40
1.68

4.40
2.44
2.16
2.12
2.04
2.08
2.04
1.84
1.36

—

29
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TABLE 7®
ESTIMATED MONTANA INDIVIDUAL FAMILY RETAIL SALES TAX
BURDENS AT SELECTED RATES AS PERCENTAGES OF NET
INCOME BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
■>1,000 to $2,000
52.000 to 3.000
>3,000 to 4.000
^4,000 to 5.000
55.000 to 6.000
56,000 to 7,500
57,500 to 10,000
510,000 and over

Percentage Burdens f o r ?
3^ tax
4^ tax
2% tax
X% tax
Food
Food
Food
Food
Food not
Food not
Food not
Food not
tax. tax.
tax. tax.
tax. tax.
tax. tax.
1.74 1.13
.95
.63
.84
.56
.82
.56
.78
.55
.57
.77
.74
.56
.51
.67
.42
.51

aSources

3.48
1.90
1.68
1.64
1.56
1.54
1.48
1.34
1.02

2.26
1.26
1.12
1.12
1.10
1.14
1.12

1.02
.84

5.22
2.85
2.52
2.46
2.34
2.31
2.22
2.01
1.53

3.39
1.89
1.68
1.68
1.65
1.71
1.68
1.53
1.26

See Appendix B
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4.52
2.52
2.24
2.24
2.20
2.28
2.96 2.24
2.68 2.04
2.04 1.68
6.96
3.80
3.36
3.28
3.12
3.08
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TABLE 8®
ESTIMATED BUTTE INDIVIDUAL FAMILY RETAIL SALES TAX
BURDENS AT SELECTED RATES AS PERCENTAGES OF GROSS
INCOME BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
$1,000 to |2
2,000
52.000 to S3,000
53.000 to !)4,000
>4,000
;4,üüü to 1:5
1:5,000
,uuu
;5,000 to !16,000
6.000
6,000 to I
î!7,500
!Y ,500
,7,500 to $10,000
10.000 and over

$

Percentage Burdens for
2% tax
3% tax
1^ tax
Food
Food
Food
Food not
Food not
Food not
tax. tax.
tax. tax.
tax. tax.
1.18
.86
.75
.77
.74
.60
.63

.45
.43
.44
.47
.48
.37
.43

2.36
1.72
1.50
1.54
1.48
1.20
1.26

.90
.86
.88
.94
.96
.74
.86

3.54
2.58
2.25
2.31
2.22
1.80
1.89

1.35
1.29
1.32
1.41
1.44
1.11
1.29

Cb)

(b)

Cb)

Cb)

Cb)

Cb )

.30

.21

.60

®Sourcet
See Apendix B
percentages not available.

.42

.90

.63

4^ tax
Pood
Food not
tax. tax.
4.72
3.44
3.00
3.08
2.96
2.40
2.52

1.80
1.72
1.76
1.88
1.92
1.48
1.72

Cb)

Cb)

1.20

.84

^Data necessary to compute
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TABLE 9 a
ESTIMATED BUTTE INDIVIDUAL FAMILY RETAIL SALES TAX
BURDENS AT SELECTED RATES AS PERCENTAGES OF NET
INCOME BY NET INCOME CLASS, 1950

Net
Income Class
Under $1, 000
)>1,000 to $2,000
!;2,000 to $3,000
!!3,000 to $4,000
1:4,000 to $5,000
j;5,ooo to $6,000
:6,ooo to $7,500
!>7,500 to fLO,000
Î>10,000 and over

Percentage Burdens for*
2,% tax
3^ tax
tax
Pood
ÿôod
Food
Food not
Food not
Food not
tax. tax.
tax. tax.
tax. tax.

4^ tax
Food
Food not
tax. tax.

1.18
.90
.79
.81
.80
.66
.70

.45
.45
.46
.50
.52
.41
.48

2.36
.90
1.80
.90
.92
1.58
1.62 1.00
1.60 1.04
1.32
.82
1.40
.96

4.72
3.60
3.16
3.24
3.20
2.64
2.80

1.80
1.80
1.84
2.00
2.08
1.64
1.92

Cb)

Cb)

Cb)

Cb)

Cb )

.44

.31

.88

Cb)

.62

^Source;
See Appendix B.
percentages not available.

3.54
2.70
2.37
2.43
2.40
1.98
2.10

1.35
1.35
1.38
1.50
1.56
1.23
1.44

Cb)

Cb)

1.32

.93

1,76 1.24

^Data necessary to compute
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-32in each instance under conditions of a food exemption*^

This

tendency is more pronounced in the middle income ranges on
the basis of net income.
Butte burden estimates (Tables 8 and 9) are generally
less than corresponding Montana percentages in single compar
isons.

They also exhibit more of a trend in the direction of

proportionality as regards gross and net Income, especially
when food is not taxable.

There is little difference in the

two income criteria with respect to their influence on rela
tionships between the various Butte class burdens.
For reasons given in Chapter I,

the author has less

confidence in the Butte equity estimates than those shown in
Tables 6 and 7.

The latter figures provide an inference

that a Montana retail sales tax, regardless of its rate,
would be slightly inequitable over an entire range of income
classes, but would be nearly proportional for middle income
groups when food is not taxable.

In the final analysis, even

a slight inequity merits consideration as a detrimental as
pect of sales taxation in Montana.
Administration
Any tax should be feasible in terms of administra
tive cost.

According to the Colorado tax group, administrators

A proportional tax, as opposed to one that is regres
sive, accounts for the same percentage of income as this in
come increases.
^See page 22 (n. 20).
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have determined a hypothetical range of cost acceptability
from 2 % to b % of total collections*®
Although somewhat useful, this criterion may be mis
leading.

In the first place, quoted tax costs are usually

those directly associated with the state administrative de
partment.

Costs which accrue to retailers and other business

organizations specifically assigned certain collection tasks
are thereby omitted.

These compliance expenditures represent

a cost to society just as much as if they were direct sub
tractions from tax revenue.

In a 1944 study, J. W. Martin

ventured a guess that sales tax compliance costs amount to
2.3^ of total collections*’^

No subsequent studies have

been made in this area.
Other considerations preclude a strict reliance on
estimates of the direct costs of administering sales

taxes.

These are summarized by Oster:
Interstate comparisons of sales-tax administration
costs are difficult to make because the outlays for
this purpose are not always reoorted on a uniform basis
in the various published annual reports.
In some states,
where a department administers several taxes, no attempt
is made to segregate the costs by type of tax.
Pub
lished data do not always include all coats where more

^Governor's Tax Study Group, 0 £. cit., p. 193.
James W. Martin, "Costs of Administration* E x 
amples of Compliance Expenses," Bulletin of the National
Tax Associât ion, XXIX (April, 1944 J, p .
Mart i n 's
figure must be accepted with care.
This and other guesses
"...are not based on enough dependable data in each case to
justify reference to the figures as estimates."
Ibid., p*
202

.
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-34than one department or agency contributes to the
administration or collection of a tax. Furthermore,
there are important differences in tax rates, exemptions,
and size of tax base, as well as variations in geo
graphic, economic, and institutional conditions which
affect administration costs in ways that are difficult
to appraise.
Perhaps even more fundamental, is the
problem of appraising the adequacy of a state's ad
ministrative efforts when no reliable information is
available with respect to the completeness of col
lections.
The cost of collecting the marginal tax
dollar is always the highest in any state, but just
how close the marginal dollar actually collected is to
the last dollar of potential tax liability cannot be
readily determined.8
Despite the inadequacy of tax cost studies, they are
still somewhat instructive.

A representative work is that

done in 1955 by the Ohio Department of Taxation, comparing
sales tax costs per $100 of collection in twelve states.
Four of these states--Colorado, Illinois, Kansas, and Mary
land- -employed 2 % tax rates.

The others had Z% levies.

Maloon and Oster subsequently refined the data to allow cost
ratio comparisons on the basis of collections in all states
at a Z % rate.

The initial and revised Ohio data appear in

Table 10 (Columns I and II, respectively).
The figures in Table 10 are such that one might
roughly conclude that the sales tax is "acceptable" in
terms of cost.®

But specifically excluded from the analysis

are vendor's discounts, which are deductions from the tax
liabilities of collecting firms.

These deductions are

®Oster, 0 £. cit., p. 160.
one of the Table 10 figures exceed the 5% upper
limit of cost feasibility.
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designed primarily to defray vendor compliance costs, al
though they also encourage prompt payment of the tax.
all sales tax states employ vendor's discounts,
that do lower net tax collections.

Not

but those

For this reason, it is

imperative that such deductions appear in administrative
cost comparisons.
TABLE 10®
STATE ADMINISTRATIVE COSTS OF COLLECTING
$100 OF SALES AND USE TAX REVENUES,
SELECTED STATES, FISCAL 1955
(Excluding Vendor's Discounts)

State
Alabama^
California
Colorado
Connecticut
Florida
Illinois
Kansas
Maryland
Michigan
North Carolina
Ohio
South Carolina
Weighted Average®

Costs Per $100
of Collection
I
II
$1.68
$1.68
2.01
2.01
1.40
0.93
0.94
0.94
1.85
1.85
1.48
0.97
1.28
0.85
1.76
1.17
0.85
0.85
1.58
1.58^
l.Old
1.01^
(3.82 )Q (3.82 )©
1.58
1.58
$1,47
$1.33

Sources:
I--Oster, op. c l t ., p. 162;
II--James H. Maloon and Clinton Vl D’ster, "State
Sales Tax Administration Costs," National Tax
Journal, X (Sept., 1957), p. 231.
^FÎsc¥l~TÏÏ54.
^Excluding Ohio stamp costs. ^Excluding costs
of prepaid stamp system.
^Including costs of
prepaid stamp system.

^^Only half of all sales tax states had vendor's discounts in 1955.
See Oster, 0 £. c i t . , p. 94.
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Table 11 contains vendor's discount data for the
twelve states compared in Table 10, as well as revised costto-collection ratios taking these into account.

Mean values

are given for the revised ratios.^^
TABLE 11®
STATE VENDOR'S DISCOUNTS AND REVISED ADMINISTRATIVE
COSTS OP COLLECTING $100 OF SALES AND USE TAX
REVENUES, SELECTED STATES, FISCAL 1955

State
Alabama
C alifornia
Colora do
Connec t ic u t
Florida
Illinois
Kansas
Maryland
Michigan
N o r t h Carolina
Ohio
Sou t h C ar o li n a
Arithme t ic Mean

V e n d o r 's
Dis co u nt s
No ne

5^
N one
3^
N one
None
(b)
3%

2#
3^

Costs pe r $100
of Co l le c ti o n
I
II

$3.68
2.01
6.40
0.94
4.85
1.48
1.28
4.76
0.85
4.58
3.01
(5.82 )
4.58

$3.68
2.01
5.93
0.94
4.85
0.97
0.85
4.17
0.85
4.58
3.01
(5.82)
4.58

$3.20

$3.04"

Sources: Vendor's discounts--Oster, op. ci t .,
p. 94; Costs— Table 10 figures plus vendor's discounts
expressed in dollars where applicable.
"Michigan al
lowed a deduction of $50 from gross receipts in 1955.
Since such a figure cannot be added to costs in the
context of this table, the Michigan ratios are some
what lower than they should be.
^Excluding Ohio stamp
costs.

Arithmetic means suffice here for two reasons.
First, it is impossible to ascertain the weighting system
used in averaging the Table 10 data.
Second, an arithmetic
averaging of the figures in Columns I and II, respectively.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

-37In Table 11, only two Column I figures are outside
the "acceptable” cost range.
II.

This number is halved in Column

Both mean values are well within the 2% to

limit.

Hypothetically, at least, it would seem that unacceptability
in terms of cost is not a feature of sales taxes.

On this

basis, a rather reserved conclusion might be drawn that Mon
tana retail sales taxation is administratively feasible.
Summary
Evidence presented in the initial section of this
chapter tends to support the contention that a Montana retail
sales tax would be productive.

It is also probable that such

a tax would be mildly regressive, although nearly propor
tional in middle income ranges when food is exempt.

The

experience of other states suggests (but does not necessarily
prove ) that sales taxation in Montana would be practical from
the standpoint of administrative cost.

leads to the following ratios : $1.45, $1.28.
These are
tolerably close to the weighted ratios, so that the addition
of vend o r ’s discounts does not alter the relevance of the
averages from that surrounding weighted values.
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CHAPTER III
TAXES AND INDUSTRIAL LOCATION
Montana stands to gain from accelerated economic
growth.

Requisite to accelerated growth is the attraction

of new Industry.

Many Montanans believe that business deci

sions with respect to economic location are determined by
relative levels of taxation.

In the words of Governor Donald

G. Nutter ;
It is my firm conviction that we cannot expect economic
growth in our state if we strangle economic development
with oppresive taxation.^
There is no doubt that Montana's citizens are
shouldering a rather large tax burden.

But the extent to

which this burden and possible additions to it in the form
of a retail sales tax cause industry to shy away from the
state is hardly clear-cut.

All other things being equal,

marginal taxes on business might well influence a given
decision to locate.

However, all other things are seldom

equal, and some taxes used in state burden comparisons (e.g.,
individual income taxes) are not levied against business.
On this basis, a relevant question for Montana is
whether taxes in general, and a retail sales tax in partic
ular, are likely to affect its industrial development.

The

^An editorial comment by Governor Nutter in The Daily
Missoulian, Dec. 31, 1960, p. 4.
-38-
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role of the present chapter is to provide an appropriate
answer.
Location Studies
A 1938 work by G. A. Steiner represents an early
attempt at examining the supposed association between taxes
and economic development.^

The mechanics of this study in

volve an analysis of factors related to manufacturing and
other industrial growth, as well as those providing a measure
of tax burden, for nine states and the TJnited States between
1922-29 and 1929-35.

Relative percentage rates of growth

over the two periods were determined for each indicator of
industrialization and tax burden, and ranks assigned to the
appropriate area.

The summation of individual ranks associated

with each period resulted in two sets of manufacturing, gen
eral industrial, and tax burden point scores for the separate
states and the entire United States.

Composite rank assign

ments in each set were then made on the basis of overall
point values.

The resulting comparisons of tax burden rank

and ranks in terms of manufacturing and all industrial
development are given in Tables 12 and 13 below.
Steiner reaches an obvious conclusion, which can be
generalized beyond the scope of his comparisons;

^George A. Steiner, "The Tax System and Industrial
Development," Bulletin of the National Tax Association,
XXIII (January, 193Ô ), pp.'^-TIU:
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•40...Heavy taxation has apparently placed little Inhlhition upon rapid industrial development in prosperous
years. Relatively light tax burdens, on the other hand,
have not proved a stimulus to the development of industry
in years of prosperity. Light taxes in years of depres
sion have not prevented extreme industrial declines ^ d
heavy taxes have not fostered industrial depression.^
TABLE 12®
COMPARATIVE RANKING OP NINE SELECTED STATES AND THE UNITED
STATES IN ALL TESTS OF MANUFACTURING DEVELOPMENT AND
TAX BURDENS ON MANUFACTURING CORPORATIONS, 1922-1935

Period, 1922-29

State
Mich.
Wise.
Ind.
111.
Ohio
U.S.
N.Y.
Minn.
Penn.
Mass •

Rank in
Tests of
Industrial
Development
1
2

3
4
4
6
7
8
9
10

®Source;

Period, 1929- 35

Rank in
Rests of
Tax
Burden

State

10
3
6
2
5
7
9
4
1
8

Minn.
Mich.
N.Y.
U.S.
Mass.
111.
Ind.
Penn.
Ohio
Wise,

Steiner, op

Rank in
Tests of
Industrial
Development

Rank in
Tests of
Tax
Burden

1
2
3
4
4
6
7
7
9
10

7
3
9
4
10
8
1
4
1
6

. ext. , p . 99.

Ibid., p. 100. In both ”orosperity" (1922-29) and
"depression" (1929-35), the inferred lack of a cause-effect
relationship between taxes and development stems from the
non-inverse rank orders for the tests of development and
tests of tax burden shown in Tables 12 and 13.
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-41TABLE 13®
COMPARATIVE RANKING OF NINE SELECTED STATES AND THE
UNITED STATES IN ALL TESTS OF INDUSTRIAL
DEVELOPMENT AND TAX BURDENS, 1922-1935

Period, 1929- 35

Period, 1922-29

State
Mich.
Ill,
Ohio
Wise,
Ind.
N.Y.
U.S.
Penn.
Minn.
Mass.

Rank in
Tests of
Industrial
Development
1
2
3
4
5
6
7
8
9
10

®Source:

Rank in
Rests of
Tax
Burden

State

10
2
5
3
6
9
7
1
4
8

Mich.
Minn.
Mass.
N.Y.
Ind.
Penn.
U.S.
111.
Ohio
Wise.

Rank in
Tests of
Industrial
Development

Rank in
Tests of
Tax
Burden

1
2
3
4
4
6
6
8
9
10

3
7
10
9
1
4
4
8
1
6

Steiner, op . cit. , p . 99.

The Colorado tax group cites J. S. Floyd's criticism
4
of the Steiner survey.
It would seem that the validity of
Steiner’s measures of manufacturing growth and tax burden is
questionable.

This does not, however, dismiss the implica

tion that high tax loads fail to deter economic growth.^
In a more recent study, j. D. Garwood used a different

Governor's Tax Study Group, op. cit., p. 117. Based
on Joe Summers Floyd, Jr., Effects of Taxation on Industrial
Location (Chapel Hill: The UniversTïïy of North"~S’arolina
Press, T952), p. 14.
^Governor’s Tax Study Group, op. cit.
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-42approach to reach substantially the same conclusion as
Steiner.®

personal interviews were conducted with officials

and owners of 116 manufacturing firms beginning operations
in Colorado and Utah from January, 1946, through April, 1951.
It was found that five major factors played a role in deci
sions to locate in the two states.
order of importance:

These were, in their

markets, materials, labor, available

sites and plant facilities, and climate.

According to

Garwood:
In no instance was the tax structure of either state
deemed a factor of any consequence as far as location
policy was concerned. Thus, other cost factors com
pletely dominated the location analysis. Many company
officials had only a„vague idea of the tax structure
in these two states.
The interview technique was employed by L. J. Crampon
and P. W. DeGood to examine factors having an effect on the
location of 253 manufacturing firms in Colorado between 1948
Q
and 1957.
Executives of these firms were asked to rank each
of 30 factors in terms of the following classifications of
influence on the choice of a Colorado site:
some influence, no influence.

strong influence,

Table 14 reveals that taxes.

®John D. Garwood, "Taxes and Industrial Location,"
National Tax Journal, V (December, 1952), pp. 365-369.
" 7

Ibid. ,

p

.

368.

^Governor’s Tax Study Group, op, cit., p. 119. The
original version of the study apoears“T n L. J . Crampon and
Paul W. DeGood, Jr., Industrial Location Survey (Bureau of
Business Research, University of Colorado" 1957 ). It may
also be found in L. J. Crampon, "Factors Influencing the Se
lection of a Plant Site," Bureau of Business Research, Colo
rado University, n.d.
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-43TABLE 14®
RELATIVE IMPORTANCE OF LOCATION FACTORS FOR 253
COLORADO MANUFACTURING FIRMS ESTABLISHED
BETWEEN 1948 AND 1957

Percent of Responses
Attributing Influence
to Factor
Factor
Availability of markets
Availability of future markets
Over-all growth of state or area
Desirability of living conditions
Availability of raw materials
Availability of needed labor
Land as a site for plant
Gen. appearance of community
Cost of labor, existing wage rates
Existing transportation facilities
Existing buildings for plant
Attitude of community toward ind.
Electric power supply
Effect of climate upon production
Effect of climate upon labor force
Productivity of labor force
Employer-labor relations history
Water for industrial use
Warehousing and storage facilities
Industrial fuels--coal, oil, gas
Adequacy of industrial zoning
Availability of housing
Government attitude toward industry
Other production materials
Local or state laws and regulations
Water for domestic use
State and local taxes
Existence of research facilities
Community financial subsidy
Objectivity of judicial attitude

Strong
Some
Granc
Influence Influence Tota]
44.3
26.9
27.7
26.5
27.3
18.2
22.9
17.8
13.8
13.8
20.6
13.0
11.5
12.6
11.5
7,5
9,5
6.7
8.3
9.1
3.6
5.1
4.0
2.4
2.4
5.1
4.0

17.0
23.3
20.9
17.4
15.8
22.1
16.2
21.3
24.9
20.9
13.4
19.0
19.0
17.8
15.4
17.8
13.0
14.6
12.6
11.1
15.8
13,8
11.8
13.0
13.0
9.9
8.7

nn

lUTZ

2.0
0.0

4.7
3.2

61.3
50.2
48.6
43.9
43.1
40.3
39.1
39.1
38.7
34.7
34.0
32.0
30.5
30.4
26.9
25.3
22.5
21.3
20.9
20.2
19.4
18.9
15.8
15.4
15.4
15,0
12.7
12.3
6.7
3.2

^Sources Governor's Tax Study Group, 0£. cit., p. 120
Based on findings in Crampon and DeGood, og_. cit., pp. 68-69.
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-44although exerting a strong or mild influence on some of the
253 firm locations, did not play a major role in the choosing
of plant sites.^
Surveys of the Garwood and Crampon-DeGood type have
been criticized on three c o u n t s . T h e first relates to the
difficulty involved in obtaining representative interviewing
samples, especially when a universe of firms is composed of
unrelated manufacturing concerns.

Second, it is hard to de

velop questions about site selection that convey the same
meaning to all business executives interviewed.

Finally,

even though businessmen may be able to subjectively appraise
taxes relative to other location factors over a short-run
period, their long-run decisions are probably biased toward
considerations of objective cost.

Despite these limitations,

it is the author’s opinion that the interview studies sum
marized here show sufficient evidence to support an argu
ment that taxes are generally irrelevant as a location stim
ulus .

It is interesting that such things as "desirability
of living conditions" and "general appearance of community"
were deemed far more important as location factors than taxes
on business by the executives interviewed in the CramponDeGood survey. Certainly these two factors are tied in some
measure to expenditures out of tax revenue. One can hypoth
esize on this basis that greater levels of tax yield might
provide funds that could be used to make a state like Montana,
as well as its cities, more desirable for the location of
business.
^^See Governor’s Tax Study Group, 0 £. cit., p. 118.
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-45A 1947 tax-cost study by J . Burkhead and D. C. Steele
lends weight to this hyoothesis.

Using Pennsylvania Depart

ment of Revenue data for 612 corporations, the investigators
tabulated business taxes as percentages of total costs for
ten industrial classifications.

The minimal nature of their

TABLE 15 a
PENNSYLVANIA STATE CORPORATION TAXES
IN RELATION TO COST, 1947

Total taxe3^
as a percent
of total
costs

Industrial Group
Mining
Manufacturing
Public utilities (ex
cluding railroads)
Wholesale trade
Retail trade
Service
Finance
Real Estate
Construction
Agriculture
TOTAL®

0,44
0.71
1.14
0.19
0.40
0.78
1.64
2,37
0.59
0.46
0.55

Source: Burkhead and Steele,
op, cit., p . 168, "Total tax- Pennsyl
vania Income tax / Pennsylvania capital
stock or franchise tax, ^Aggregate tax
yield/ aggregate cost for all ten cate
gories •

^^Jesse Burkhead and Donald C . Steele, "The Effect of
State Taxation on the Migration of Industry," Journal of Business of the University of Chicago, XXIII (July% 1950), pp.

T6TZT7?:-----------

^
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-46figures, which appear in Table 15 above, prompted them to
conclude that taxes as a cost of doing business in Pennsyl
vania might generally be disregarded in terms of the site
selection process.
Burkhead and Steele note that Pennsylvania taxed
corporations rather heavily in 1947,

On this basis, they

surmise that studies like their applied to other states for
a comparable year would probably give the same results.

How

ever, they issue a warning applicable to all tax-cost surveys
It is not the purpose of this article to assert that
taxation at the state and local levels has no effect
on industrial location or development. Regardless of
the data on the relation of taxes to the cost of doing
business, differential taxation may still induce mi
gration of industry in particular
12
i

n

s

t

a

n

c

e

s

.

Further insight into the issue of taxes as a loca
tional Influence is provided by a Minnesota tax committee’s
analysis of appropriate data for 33 industries classified
as ’’manufacturing” in that s t a t e , A g g r e g a t e state and
local taxes on business as a percentage of aggregate gross
receipts for all firms in each industry were computed.

The

industries were then arranged in four groups according to
this measure of burden.

A 1950 ”specialization” index for

each group was determined by comparing the respective

l^ihid,, p. 172.

(Italics supplied.)

1'^Report of the Governor* s Minnesota Tax Study Com
mittee , 1956, pp. 121-124.
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-47Minneaota Industries to their national counterparts.^"^
Similar Minnesota-United States group comparisons were made
in terms of employment growth between 1940 and 1950.

The

summary results are shown in Table 16.
TABLE 16®
SUMMARY DATA FOR MANUFACTURING CORPORATIONS
DOING BUSINESS IN MINNESOTA

Industry Group, Average
State and local
taxes as a per
cent of gross
receipts, 1953
1.52-2.00
0.98-1.16
0.67-0.93
0.17-0.57

Growth of
employment
Index of
speciali
Minn./U.S.
1940-50
zation, 1950
0.68
0.35
0.74
1.25

0.97
1.18
1.26
1.40

^Source ; Report of the Governor's
Minnesota Tax Study Committee, p . 123. "
By hypothesizing that Minnesota is a state with rel
atively high business taxes, the committee found a suggestion
that state and local levies at the manufacturing level were

The Minnesota study contains neither an explanation
of the measure of specialization nor a discussion of the means
employed to compute the specialization index. It seems likely,
however, that a criterion and method of computation analagous
to those cited for the growth index (see Table 16) were used.
On this basis, Minnesota ratios of total employment in all
industries per burden group to total employment in the 33industry aggregate would be divided by comparable ratios for
the United States as a whole.
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detrimental to industrial development.

Such an inference

is embodied in the existence of a mild inverse relationship
between the taxes -to-gross-receipts ratio and the index of
specialization, as well as a more pronounced Inverse associa
tion between the former and the measure of growth.
The Minnesota committee sheds an aura of doubt over
its own analysis ;
...Even apart from the ever-necessary caution that
association does not establish causation, the preceding
inferences follow only to the extent that Minnesota
is a relatively high-tax state. On the other hand,
if Minnesota is a low-tax state, the expected relation
ship of the variables would be reversed ; the high-taxcost industries would show the greatest local growth
relative to the national average rate, if a prisma
facie case for taxes a significant locational factor
is to be established,15
So much for location studies per se.

In reviewing

the implications of the foregoing material, the author can
only agree with the Colorado tax group that ;
o..on the basis of available evidence the broad general
ization can be made that state and local taxes exert a
relatively insignificant Influence on the location of
industry, that a simple direct relationship between a
"favorable tax climate" and rapid economic growth does
not exist, and that the problem is substantially more
complex than is frequently p r e s u m e d . 1®
The Retail Sales Tax and Location
Even though it seems obvious that taxes in general
have no meaning in a context of location policy, one must

^^eport of the Governor's Minnesota Tax Study Committee, ppl 123-1^.
^^Governor's Tax Study Group, op. cit., p. 120,
--(Italics supplied.)
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agree that there are exceptional cases in which they might
influence the selection of a business site.

For this reason,

it is well to mention those levies most likely to be dis
regarded in such isolated instances.
Many business leaders feel that neither sales nor
personal income taxes have locational significance.

Witness

as a case in point the following statement by J. Cameron
Thomson, Chairman of the Board, Northwest Bancorporation,
and a member of the Committee for Economic Development :
...It is hard to forsee any serious deterrents to eco
nomic growth from a nationwide system of state taxes
that has as its basic sources of revenue moderate sales
and income taxes.17
On the strength of this statement alone, it would
seem that Montanans need not worry about retail sales tax
ation being a retardant to industrial development.
is more to the argument.

But there

From the standpoint of non-retail

business, a retail sales tax obviously has no meaning.

If

one subscribes to the assumption that retailers can pass their
tax burdens to c o n s u m e r s , t h e n the retail sales levy is
also not important to growth at this level.

In neither ex

ample does retail sales taxation loom as a disadvantage in
terms of business cost.

J. Cameron Thomson, "Effects of Differing Tax Struc
tures," Proceedings of the Fiftieth Annual Conference on Tax
ation, National Tax Xssbclatlon, 1^57^ p. 2TT.
~
l®The reader is reminded that most economists accept
this assumption.
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Summary
For the most part, empirical studies imply that the
supposed relationship between a state's "tax climate” and
its attractiveness to business does not exist.

In excep

tional cases, it is doubtful that either a sales or a per
sonal Income tax will deter Industrial immigration.

There

is little likelihood that Montana retail sales taxation
would be a problem in terms of development.
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CHAPTER IV
ALTERNATIVES TO A MONTANA RETAIL SALES TAX
Revised Individual Income Taxation
A 1957 legislative enactment called for the estab
lishment of a Montana Commission on Taxation and Education.^
One responsibility of this organization was to study the
Montana tax structure and make recommendations aimed at Its
2
Improvement.
The Commission submitted a report of Its
findings to the governor In 1958.

Included In this report

Is a revised Income tax proposal, which Is summarized In
Table 17 below.
Relative to Its proposal, the Commission makes a not
able comment ;
While It Is recognized that a...sales tax will raise
large amounts of revenue, the proportional Income tax
recommended by the Commission will raise comparable
sums without creating a new department of government
or developing an undesirable feature In the tax struc
ture.... The undesirable feature of a...sales tax for
low Income groups Is obvious.
The regresslvlty for
sales taxation in upper incomes Is offset by progressTv'i'"""Income tax rates and offers no soeclal problem
when considered In a family of taxes.3

^The enabling legislation was Substitute House Bill
128. See Montana, House Journal, 35th Legislative Assembly,
1957, pp. 479, 510,"“57T7 593","'597.
^Montana, Laws, Resolutions, and Memorials, 35th
Legislative Assembly,' 1957, p. 5ÜÔT
^Report of the Montana Taxation-Education Commission
to the Governor,~T958. p. 21. Xïtsïlïcs supplied^ )
-51-

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

-52TABLE

179

MONTANA TAXATION-EDUCATION COMMISSION
REVISED INCOME TAX PROPOSAL
________________Item______________
FEDERAL ADJUSTED GROSS INCOME
plus
Interest receipts from state,
county, municipal bonds
less
Interest receIpts from U, S.
obligations
Dividend income from Montana
national banks
equals
MONTANA ^ J U S T E D GROSS INCOME
les s— ————or————— les s
Federal deductions 10^ of Montana
(minus state tax) Adjusted Gross
Federal income tax Income
equals
MONTANA NET INCOME

Relevant
Statute

Tax Rate

R.C.M
Sec. 84-4905

R.C.M
Sec. 84-4906
Sec. 84-4908

less
Tax at 1^% of net income
Exemptions ;
Personal------------------ f 600
or
Joint----------------------#1200
Taxpayer age 65----------- #600
or
Spouse age 65------------- #600
or
Both age 65--------------- #1200
Taxpayer blind----------- — #600
or
Spouse blind-------------- #600
or
Both blind
------------#1200
Per dependent-------------- #600
equals
MONTANA PROGRESSIVELY
TAXABLE INCOME

R.C.M
Sec. 84-4910

a.Source :
Report of the Montana Taxation-Educatlon
C ommi 3 3 i on, p p . 19-^0. b^vi'sed Code's"of ïiÆontana" 1947.
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One must agree with the Commission that its proposed
tax at 1^% of Montana Net Income would be productive.

In

fact, such a levy would probably have supplemented actual
1950-57 individual income tax yields in amounts comparable
to those for the 2% retail sales tax with food taxable and
non-taxable, respectively.

The relevant comparisons are made

in Chart 3 below.
In terms of equity, if it can be assumed that every
Montana taxpayer either takes the blanket 10^ deduction or
itemizes expenditures in an equivalent amount in computing
his Montana Net Income, then a proportional tax at this level
is also a proportional tax on Montana Adjusted Gross Income
(a tolerably close approximation of actual gross income).
Since a Montana retail sales tax is likely to be regressive
on a gross income basis, there is a presumption that the 1^%
net income levy would be a more equitable addition to Mon
tana's tax structure.^
It was said in Chapter II that an "acceptable” tax
is one that costs between 2% and
ister.

of collections to admin

The present Montana individual income tax would

This presumption would be altered if there were some
indication that all income groups do not have Montana Net In
come figures 10^ less than Montana Adjusted Gross Income.
If middle- and high-income taxpayers are able to itemize
deductions in excess of 10^, then the seemingly proportional
tax on gross income would in fact be regressive.
^See pages 32 and 33 above.
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CHART 5®
A COMPARISON OF ESTIMATED MONTANA RETAIL SALES TAX REVENUES
AT 2% AND ESTIMATED NET INCOME TAX REVENUE AT
1950-57
(including Estimated Tourist Sales Tax Revenues )

Revenue
(Millions of Dollars )'
-----2 0 -T------- :

15 10
5 —'

1950 '1951 '1952 '1953 '1954 *1955 '1956 *1957
Year
^Sources; Sales tax revenues—
Chart 2 (page 26): net income tax revenue—
see Appendix C . "Rounded to the nearest
million.
^Revenue from a 2% sales tax (food
taxable). ^Revenue from net income tax.
^Revenue from a 2% sales tax (food not tax
able).
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ADMINISTRATIVE COSTS OF COLLECTING $100 OF
MONTANA INDIVIDUAL INCOME TAX REVENUE
FISCAL 1950-1958

Costs Per $100
of Collection
Fiscal
Year
1950
1951
1952
1953
1954
1955
1956
1957
1958

,
l°
$1.81
1.95
1.96
2.47
3.55
3.23
3.84
3.94
2.36

11°
$3.31
3.45
3.46
3.97
5.05
4,73
5.34
5.44
3.86

^Sources: Montana, Legislative
Budget, Code 0421 (State Board of Equal
ization ); Roy J. W. Ely, A Digest of Taxes
for State Purposes in Montana (Missoula"*
Montana State University, 1959), p. 18.
"Determined by dividing Board of Equal
ization budget figures for Income Tax
Division by tax revenues in hundreds of
dollars.
Income tax refunds not considered.
^Column I data / estimated compliance cost
of $1.50 per $100 collection. See n. 6
below.
seem to satisfy this criterion in terms of direct cost.
Such a conclusion is facilitated by the fact that direct
administrative cost estimates for the years 1950-58 (Table
18, Column 1} are all within the specified interval.

Given

an allowance for compliance costs,® the same estimates

®J. W. Martin ^guessed” that the cost of complying
with state corporation and personal income tax laws was 3.2^
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(Table 18, Column II ) are not uniformly within the range of
" a c c e p t a b i l i t y . I n general, however, there is an infer
ence that Montana individual income taxation as it now exists
is administratively feasible.
While it is impossible to ascertain the cost neces
sary to derive extra individual income tax revenue at
of Montana Net Income, one might reasonably presume a minimal
amount.

It seems logical that existing facilities and col

lection procedures would be adequate to handle the minor
administrative details associated with expanded individual
tax liabilities.

On this basis, a revised personal tax

system including the levy on net income could probably be
administered quite capably at a rather low cost.
The Taxation-Education Commission has built a good
case in behalf of income-based taxation.

Its proposal,

revenue requirements aside, represents a new tax source that
would probably be administratively feasible and more equit
able than common retail sales taxation.

But in the final

of taxes paid in 1941. He also "guessed" that federal cor
poration income and personal income tax compliance costs were
1.3^ and 1.2^, respectively. By assuming the same propor
tionality between federal personal income-to-total personal
plus corporation income tax costs (48%) and those at the
state level, the joint state figure can be dissected to
yield a personal Income tax compliance cost "guess" of 1.5%.
Based on Martin, 0£, cit., p. 203.
"^More specifically, the 1954, 1956, and 1957 direct
plus compliance cost estimates are outside the 5% upper limit
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analysla, a tax on Montana Net Income would result in new
tax liability for virtually all Montana earners of income-many of whom now pay no tax.

Should the state's revenue

needs prove too great to be met by a net income tax at 1^^,
than a comparable levy would mean higher rates and larger
burdens on low-income groups.

There is a limit to the fair

ness involved in this kind of taxation, even though per
centage equity can still be achieved by progressive rates on
Montana Progressively Taxable Income.
Gross Income Taxation
In its latest report, the Montana State Board of
Equalization makes the following observation:
Montana might seriously consider withdrawal from
property taxation, and largely if not altogether from
the field of the net income tax, for state purposes.
There could be substituted 'fluid' or 'ability to pay'
sources of revenue. For many years Indiana has op
erated successfully its graduated gross receipts tax,
on both individuals and corporations. This avoids the
ever-present loopholes in the tax based on net income
and presents a simple and easily understood form of
return to the taxpayer for use. Indiana's favorable
tax structure has attracted much industry to that state.
There is reason to believe Montana could profit sub
stantially from Indiana's example. The application of
an average
graduated gross tax to Montana's
$1,500,000,000 annual individual turn over and
$1,300,000,000 corporate turn over could conceivably
produce 25 to 30 million dollars for the state gen
eral fund.. .

^Montana, State Board of Equalization, Nineteenth
Biennial Report, 1960, p.3.
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It is hard to evaluate the Indiana-type tax.®
ever, a somewhat sketchy analysis can be undertaken.

How
The

"graduated gross receipts" tax in Indiana is a synthesis of
two levies--a 3/8% tax on the gross receipts of certain
categories of business and a 1&% tax on the gross incomes
of individuals.^^

It is officially called a gross income

tax, and will henceforth be referred to as such.
The Indiana tax is not as simple as the State Board
of Equalization asserts.

Every taxpayer is allowed a f 1,000
11
gross receipts (income) exenption.
In addition, some 43
items are fully deductible in computing the gross income
taxable at 1 & % . C e r t a i n non-profit organizations are
wholly exempt from taxation, while others are only partially
liable. 13 Finally, there are a few miscellaneous receipts
not subject to the tax.
It is doubtful that the revenue from a Montana gross
income tax would be as great as the Board estimates.

In

®A major difficulty in this respect is the lack of
necessary statistical data in standard sources. Another lies
in the fact that the State Board of Equalization refused the
author access to the details of its study.
^*^John J. Morris, Tax Structure of Indiana, n.d., p.
4 (mimeographed).

^^Ibid.
^^Indiana, Department of State Revenue, Form 5 In
structions for Indiana Gross Income Tax, 1959, pp. 6-7.
l^ibid., p. 16.
I'^Ibid.. pp. 12, 13, 15, 16.
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1958, W. H. Andrews of Indiana University observed that from
20^ to 2b% of Indiana gross income (turnover) was tax exempt.
Assuming that a similar approximation is valid for Montana
in 1959,^® the individual and corporate Montana turnover fig
ures must be adjusted accordingly.

The data produced by such

an adjustment are show in Table 19.
TABLE 19
ADJUSTED MONTANA TURNOVER, 1959
(Billions of Dollars)

Turnover
Individual
Corporate

With 20^
exemption

With 25^
exemption

$1.200

$1.125

1.040

.975

The Board of Equalization’s 1% "graduated gross tax"
probably represents a rough averaging of the 1^% and 3/8^
rates on Indiana individual and corporate turnover, respec
tively.

The application of such an average rate to the

Montana data is definitely invalid.

Even if the Board’s

unadjusted gross income figures were taxable in their entirety.

^^illiam H. Andrews, "The Indiana Gross Income Tax-A Curious Hybrid," Proceedings.of the Fifty-First Annual Con
ference on Taxation, National Tax Association, 1956, p. l4o.
^®The turnover figures quoted in the Board of Equal
ization Report are for 1959. Verified in a letter from W.
J. Winters, Chairman, Montana State Board of Equalization,
Helena, Montana, Sept. 27, 1960,
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-60the addition of 5/8^ to the actual corporate rate on $1.3
billion boosts revenue more than the subtraction of

from

the actual individual rate on $1.5 billion deflates it.

This,

then, is another reason why the given revenue estimate is
probably overstated.
More likely yield figures are presented in Table 20,
These are estimates in terras of the adjusted turnover data
found in Table 19, given the 3/8^ and 1^% turnover rates.
TABLE 20
ESTIMATED REVENUE ÏROM A MONTANA
GROSS INCOME TAX, 1959
(Millions of Dollars)

Revenue
Individual®
Corporate^
TOTAL

With 20^
exemption

With 255^
exemption

$18,000

$16,875

3.900

3.656

$21,900

$20,531

®fl.200 ($1,125) billion x .015.
.040 ($.975) billion x .00375.
The Board of Equalization suggests that a gross in
come tax might supplant the current ten-mill state property
tax, as well as the levies on individual and corporate net
income.

It is clear that net income taxation must be for

gone under a gross tax system, but there is no necessity of
removing the state property tax.

The experience of Indiana
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provides the key in this respect
Since a Montana gross income tax would necessarily
replace the existing taxes on net income, a true perspective
of its revenue potential requires the subtraction of 1959
individual income and corporation license tax yields from
the estimates shown in Table 20.

The appropriate results

are given in Table 21*
TABLE 21®
ESTIMATED MONTANA GROSS INCOME TAX REVENUE,
MONTANA INDIVIDUAL INCOME AND CORPORATION
LICENSE TAX REVENUES, AND NET ESTIMATED
MONTANA GROSS INCOME TAX REVENUE, 1959
(Millions of Dollars )

Revenue

With 20^
exemption

With 25^
exemption

Estimated gross
income tax

$21*900

$20.531

12.346

12.346

$ 9.554

$ 8.185

Less: Individual
Income and cor
poration license
taxes
NET ESTIMATED GROSS
INCOME TAX

^Sources* Estimated gross income tax rev
enue- -Tab le 20 (page 60); individual income and cor
poration license tax revenue--U. 8. Bureau of the
Census, Compendium of State Government Finances in
1959. p,~TT.

17

Indiana has a state property tax, but no individual
or corporate net income levy*
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-62A comparison of the 1959 net estimated gross in
come tax yields to those of selected retail sales taxes and
the Taxation-Education Commission proposed levy, projected
to 1959, is made in Table 22.

Embodied in this comparison

is an implication that gross income taxation offers Montana
little advantage in terms of revenue.
TABLE 22®
A COMPARISON OF ESTIMATED REVENUES FROM SELECTED
MONTANA RETAIL SALES TAXES, THE TAXATIONEDUCATION COMMISSION INCOME TAX, AND
THE MONTANA GROSS INCOME TAX, 1959
(Millions of Dollars )

Tax
2% sales tax (food taxable

Taxation-Education Commission
income tax^
2% sales tax (food not taxable
Gross income tax (with 20^
exemption )
Gross income tax (with 25%
exemption)
1% sales tax (food taxable )°

Estimated
Revenue
#15.638
12.519
11.412
9.554
8.185
7.819

^Sources: Estimated gross income tax rev
enue --Tab le 21 (page 61); all other tax revenues—
see Appendix D. ^tprojected to 1959.
There is some evidence that gross income taxation,
like that based on retail sales, is inequitable.

In an in

teresting study of the Indiana system, H. D. Hamilton found
business gross receipts tax payments to be highly variable
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among a complex of industrial groups as regards tax-to-net
income r a t i o s H i s

published data appear in Table 23.
TABLE 23®

GROSS INCOME TAX AS A PERCENT OF NET INCOME CLASSIFIED
BY TYPE OF BUSINESS IN INDIANA, 1952-1953

Type of Business
Agriculture
Mining and Quarrying
Bituminous Coal Mining
Construction
Manufacturing
Public Utilities
Wholesale Trade
Retail Trade
Food
Department Stores
Variety Stores
Apparel and Accessories
Furniture
Automobiles
Drug Stores
Eating and Drinking Places
Bldg. Materials and Hardware
Liquor
Jewelry
Hotels
Motion pictures
Banks and Trust Companies
Insurance Companies
Real Estate

Gross Income Tax
as a Percent of
Net Inc omet)
4.03
2.67
7.65
31.25
4.41
10.87
13.90
10.41
17.85
6.04
5.20
10.71
9.86
15.62
11.36
10.13
9.61
17.04
8.15
18.29
19.74
5.60
4.60
6.30

Source: Hamilton, 0£. cit., p. 274. “Based
on average 1952-53 corporation income tax returns data.

Howard D. Hamilton, **Reoent Developments in the
Indiana Gross Income Tax,” National Tax Journal, XI (Sept.,
1958), pp. 272-279.
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Hamilton points out that the only way to justify a
variable tax burden on business is to assume that it can be
shifted to consumers, in which case there is an inequity of
another sort--the possibility of tax p y r a m i d i n g . T h i s
phenomenon, which is the consequence of markup pricing in
the various stages of product distribtuion, results in prices
that are higher by more than the amount of tax imposed at
each stage.

The extreme unfairness of pyramiding is obvious.

It is conceivable that about 50% of business enterrise in Indiana is able to shift its collective gross income
tax burden to consumers.

on

Hamilton finds that the final

distribution of this burden, both including and excluding
the progressive influence of the state individual gross income levy,

pi

is probably regressive.

His incidence com

parisons are given in Chart 4 below.

They seem evidence

enough that gross income taxation is inequitable.
In terms of administrative cost, there is reason to
believe that the Indiana levy is a hypothetically "good" tax.
Oster cites K. C. Back’s 1948 cost estimate of fl.BOper $100
p

of collection.

p

It is unlikely that a more recent figure

^^Ibid., p. 274.
^Qlbid., p. 275.
^^The Indiana tax on individual gross income is prob
ably progressive due to the elaborate system of deductions.
22oster, 0 £. cit., p. 161
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CHART 4®
ESTIMATED INCIDENCE ON CONSUMERS AND ESTIMATED OVER-ALL
INCIDENCE OP INDIANA GROSS INCOME TAX
Percent of Income
2.52 .0 1.51 .0 5—

Income Level (Thousands)
^Source; Hamilton, op. cit., pp. 276277. ^Estimated over-all incidence (including
progressive influence of individual gross in
come taxation). ^Estimated incidence on con
sumers (excluding progressive influence of
individual gross taxation).
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would be sufficiently high to destroy the administrative
feasibility implied by this ratio.

Since gross income tax

ation does not justify the granting of a vendor's discount,
the low 1948 figure is even more enticing.
A comment is in order with respect to the Board of
Equalization's contention that ” ...Indiana'a favorable tax
structure has attracted much industry to that state.
Aside from the warning in Chapter III against associating
a state's "tax climate” and its rate of development, there
is more specific evidence that non-tax influences have stim
ulated the industrial growth of Indiana;
As a result of its undeniable advantages for durable
goods manufacturers, Indiana now has three-fourths of
its manufacturing employees in durables. Because the
weight of metals makes freight charges an important
cost, and because metal-oriented plants use much un
skilled labor, Indiana's location proved excellent.
It abounds in highways, railroads, and water routes to
reach the nation's markets. Separated from the South
only by the Ohio, it sits astride the migration routes
of Southern workers going north for jobs.24
All things considered, gross income taxation would
seem to be less attractive than the State Board of Equal
ization claims.

Signs point to the fact that the retail

sales tax offers Montana a more productive, and otherwise
quite comparable, source of additional revenue.

p*z
See page 57 above.
"Indiana--Soft Soots, but No Gloom,” Business Week
(May 28, 1960), pp. 81-82.
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Retall Sales Taxation With Income Tax Credits
Opponents of state retail sales taxation are quick
to point out that sales taxes are generally regressive.
The investigations of this paper offer no refutation of such
a claim.

However, it is possible to correct for regres-

sivity through a system of credits against individual Income
tax liability.
A sales-income tax program has been suggested in
discussions of federal sales t a x a t i o n . T h e Minnesota tax
study committee has adopted the basic tenets of these dis
cussions in developing a method of implementation at the
state l e v e l . I t s

approach involves the taxing of vir

tually all retail consumption expenditures at a high rate#
This can be accomplished without creating excessive tax
burdens on low- and middle-income groups by allowing every
taxpayer a fixed dollar income tax credit for himself and
each of his dependents.

Percentage equity can be achieved-27

and at substantial levels of net yieldÎ

If Montana were to combine a 4^ retail sales tax
with no food exemption and an income tax credit plan allowing

See, for example, Walter A. Morton, "A Progressive
Consumption Tax,” National Tax Journal, IV (June, 1951), pp.
163-166.
^®^eport of the Governor's Minnesota Tax Study Com
mittee , pp. 474-4TÏÏ.
27
The term ”net yield” refers to the gross revenue
at a given sales tax rate less total income tax credits.
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#25 for each taxpayer and dependent, the resulting revenue
would be large.

Chart

5

below shows that such a system

might well have been as productive as a pure 2^ retail sales
levy with food taxable between
1

9

5

9

,

1

9

5

0

and

1

9

5

the sales tax-credit yield figure is

7

#

Projected to

.

1

5

.

6

5

5

m

i

l

l

i

o

n

.

2

8

It is greater than all of the estimates in Table 22 (page 62),
In terms of equity, data presented in Table 24 below
substantiate a thesis that the given sales-income tax combin
ation would probably be progressive in all but extreme net
income classes.

This is especially significant in the light

of Table 25, which shows that persons in the under #1,000
class might well be better of as regards the combined tax
than in the case of a pure 2% retail sales tax, a levy of
the Taxation-Education Commission variety, or a gross income
tax.
The cost of administering a sales-income tax program
would orObably be comparable to that associated with sales
taxation itself.

It is not likely that the incremental cost

involved in granting income tax rebates would be large.

In

fact, since there would probably be a lesser quantity of un
filed income tax returns when credits are given than when
they are not, income tax collections might conceivably rise
above ordinarily expected levels.

This circumstance would

tend to neutralize the extra expense required to handle the

^®Por a discussion of the 1959 projection, see Appen
dix D.
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CHART 5®
A COMPARISON OF ESTIMATED REVENUES FROM A 2% MONTANA RETAIL
SALES TAX WITH FOOD TAXABLE AND A 4^ MONTANA RETAIL
SALES TAX WITH FOOD TAXABLE ACCOMPANIED BY A
#25 INCOME TAX CREDIT, 1950-1957
(Including Estimated Tourist Sales Tax Revenues)
Revenue
(Millions of Dollars
20
15
10

-

5 -

1950 1951 1952 1953 1954 1955 1956 1957
Year
^Sources : 2% sales tax revenue—
Chart 3 (page 54 )j 4^ sales tax-#25 credit
revenue--see Appendix A. ^Rounded to the
nearest million. ^Revenue from a 2% sales
tax (food taxable). d.Revenue from a
sales tax (food taxable )-#25 income tax
credit.
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ESTIMATED MONTANA INDIVIDUAL FAMILY TAX BURDENS AS
PERCENTAGES OF GROSS AND NET INCOME BY NET
INCOME CLASS FOR A 4^ RETAIL SALES TAX
WITH FOOD TAXABLE ACCOMPANIED BY A
$25 INCOME TAX CREDIT, 1950

Net Income Class

Percent of
Groas Income

Percent of
Net Income

1.18
.49
.76
.95
1.12
1.37
1.47
1.42
1.22

1.22

Under $1,000
11,000 to $2,000
^2,000 to 13,000
53.000 to 4.000
f4,000 to 5.000
55.000 to 6,000
56.000 to 7,500
57,500 to 10,000
>10,000 and over

Source*

.51
.79
1.01
1.21
1.49
1.62
1.57
1,48

See Appendix B
TABLE 25^

ESTIMATED PERCENTAGE BURDENS IN THE UNDER
$1,000 INCOME CLASS, SELECTED TAXES

Tax

State

Percent of
Gross Income

Montana
Indiana

3.36
2.50

Percent of
Net Income

2% retail sales tax

(food taxable)
Gross Income tax
Tax.-Ed. Commission
income tax
retail sales tax
(food taxable)-$25
income tax credit

1.50

Montana
Montana

3.48

1.18

1.22

^Sources * 2% sales tax--Tables 6 and 7 (pages 28
and 29); gross income tax--Chart 4 (page 65); TaxationEducation Commission tax--Table 17 (page 52); 4l% sales tax$25 credit--Table 24 (above).
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-71larger number of returns.
In the final analysis, a 4^ retail sales tax accom
panied by a $25 income tax credit looks promising for Mon
tana.

Its revenue potential seems great, there is evidence

that it would be an equitable system, and one might reason
ably conclude that it is of adequate administrative feasi
bility.
Summary
Of the three alternatives to pure retail

sales tax

ation in Montana, a gross income tax would seem to be the
least attractive.

It would probably not provide much in the

way of extra revenue, because it would of necessity super
sede Montana’s individual and corporate net income levies.
The findings of Hamilton provide an inference that it might
be regressive.

Its only redeeming grace lies in the fact

that it would probably be quite feasible of administration.
The Taxation-Education Commission levy on Montana
Net Income appears to be a better tax.

Its revenue potential

seems adequate, while it looks as though considerations of
equity and administrative cost are somewhat in its favor.
A A.% retail sales tax-$25 income tax credit combin
ation looms as an appropriate addition to Montana's tax
structure.

As a revenue producer, it would probably be

pQ

The above discussion of administrative cost is based
on the Report of the Governor’s Minnesota Tax Study Committee,
p. 4 7 7 . ------------------------------------- :
—
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-72extreme ly worthwhile.

It might well be progressive in all

but extreme net income classes--and even in the lowest of
these it would probably account for a lesser percentage
burden in terms of income than either of the previous
alternatives.

As regards administrative cost, it would

probably be within the 2% to b% range of "acceptability."
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CHAPTER V
CONCLUSION
Montana is at a crossroads in its development.

De

spite the inference that taxes are already high, "cutting
the fat out of the budget" is at best a temporary measure
aimed at thwarting the inevitable— a permanent reduction of
essential state services.

There is a critical need for more

tax revenue in our state, and the sooner people realize this
fact the better it will be for all concerned.
Sales taxes--especially those imposed only at retail-are an important means of obtaining state funds in the United
States today.

The abundance of retail levies can be explained

in terms of fiscal and administrative expediency, as well
as by the fact that they prevent tax pyramiding.

These con

siderations justify a study of retail sales taxation as a
possible solution to Montana*s financial problem.
Some important aspects of sales taxation must be
evaluated solely on theoretical grounds.

Subject to a set

of special conditions, the issue of incidence is generally
resolved in the opinion that a retail sales tax is borne by
consumers.

With respect to incentives, it is likely that

a sales tax is superior to an income tax.

Qster summarizes

the state of uncertainty surrounding other economic con
sequences of sales taxations
-73-
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...Theorists are able to demonstrate that a sales tax
can distort the allocation of resources, but a similar
conclusion is possible for most other taxes, including
the income tax. The older partial equilibrium analysis
perhaps overstated the alleged harmful effects of sales
taxes on the level of employment and production. Al
though the evidence is not conclusive, it appears that
a sales tax possesses some virtue as an anti-inflation
ary measure
Statistical approximations can be made concerning
the revenue potential and equity of a Montana retail sales
tax.

Estimates In these two cases, while hampered by a

lack of direct data, seem adequate for one to conclude that
such a levy would be productive, but moderately regressive.
Based on the experience of other states, there is
an inference that retail sales taxation would be administra
tively feasible in Montana.

More specifically, it would

probably be within the hypothetical 2,% to 5% range of
"acceptability" in terms of cost-to-collection ratios.
An allusion to studies of factors associated with
industrial development reveals that taxes are not likely to
have general significance in the selection of business sites
Even In exceptional cases. It is doubtful that either sales
or personal Income taxes deter industrial immigration.

The

merit of a retail sales tax In this respect is that it does
not directly affect non-retail activity, while it is unim
portant at the retail level if conditions are such that it
can be shifted to consumers.

^Oster, 0£. cit., p. 62.
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-75As an alternative to Montana retail sales taxation,
a levy on individual and corporate gross income (turnover)
appears to lack revenue potential, mainly because it would
replace Montana's present net income taxes.
sense, it might well be regressive.

In an equity

There is a possibility,

however, that It would be favorable in terms of administra
tive cost*
A tax at 1^% of Montana Net Income would probably
be productive— comparable, in fact, to a 2% retail sales tax
with food not taxable.
levy.

It would outwardly be a proportional

There is reason to believe that it would satisfy the

criterion of cost "acceptability."
The combination of a 4% retail sales tax with food
taxable and a $25 per exemption income tax credit for each
Montana taxpayer looks promising.

From a revenue standpoint,

it seems to be the equal of a pure 2% retail sales tax with
food taxable and superior to either a gross income tax or
a 1^% net income levy.

It would probably be more equitable

than any tax discussed so far.

In all likelihood, it would

cost no more to administer than a system involving only re
tail sales taxation.

Within the confines of our study, it

is the best of all possible taxes.
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APPENDIX A
THE NATURE OF REVENUE ESTIMATES FOR A MONTANA RETAIL SALES
TAX AT SELECTED RATES AND A 4% MONTANA RETAIL SALES
TAX ACCOMPANIED BY A $25 INCOME TAX CREDITI
Listed in Table 26 below are the mean Wharton-BLS
total, non-taxable (excluding food ), and taxable individual
family expenditures used in the process of approximating
revenues from a hypothetical Montana retail sales tax at
selected rates.

They are arranged according to net income

class.
TABLE 26^
MEAN WESTERN FAMILY EXPENDITURES FOR CURRENT
CONSUMPTION BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
!tl,000 to !^2,000
lk2,000 to !k3,000
ip3,000 to !U,000
1:4,000 to !f5,000
i>5,000 to !Ï6,000
9:6,000 to ;k7,500
9:7,500 to !kio,ooo
$10,000 and over

Total
Expend.

Non-tax^
Expend.^

$1418
1858
2737
3650
4391
5238
6025
6987
9500

$ 357
415
614
766
920
1024
1167
1375
1876

Tax.
Expend
$1061
1443
2123
2889
3471
4214
4858
5612
7624

^Source? Wharton School of Finance and Com
merce and Bureau of Labor Statistics, Study of Consumer Expenditures, Incomes, and Savings (University of
Pennsylvania, 19561% Expenditures represent an arith
metic averaging of data for large cities, suburbs, and
small cities in the West. t»Excluding food expenditures

^The reader is referred to pages 11 through 20 for a
complete discussion of the conditions under which the data
shown is this appendix were employed.
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■78Each mean Wharton-BLS (i.e., Montana) taxable expend
iture from Table 26 must be multiplied by the appropriate
number of Montana consuming units (Table 27) to obtain a set
of taxable expenditures by net income class for the entire
state (Table 28),

An aggregate state taxable expenditure

in 1950 (Table 28) may be determined by adding the nine class
figures.
The application of sales tax rates ranging from 1.%
to 4$ gives 1950 retail sales tax revenue estimates (Table
29) in terms of the total state expenditure found in Table
28.

Similar estimates (Table 32) can be made when the Table

27 figures are used in conjunction with revised taxable
TABLE 27®
MONTANA CONSUMING UNITS BY
GROSS INCOME CLASS, 1950

Gross
Income Class
nder f1,000
1:1,000 to :2 ,ooo
1:2,000 to 13.000
::3,ooo to :4,ooo
!:4,000 to 15.000
1:5,000 to .6,000
1:6,ooo to :7,500
::7,500 to 110.000
$10,000 and over
ALL CLASSES

Families
15,675
18,370
26,515
31,540
18,475
10,915
7,030b
5,825°
5,195
139,540

Unrelated
Individuals
24,885
12,765
7,995
5,030
1,535
800
37 6b

Total
40,560
31,135
34,510
36,570
20,010
11,715,

304b

7,406b
6,129b

325

5,520

54,015

193,555

®Source; U. S. Bureau of the Census, 1950 Census
of Population, II, part 26 (Montana), p. 35. bimputed
tô’ta'ïs •
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TABLE 28
TAXABLE MONTANA CONSUMPTION EXPENDITURES BY NET
INCOME CLASS AND TOTAL TAXABLE MONTANA
CONSUMPTION EXPENDITURES, 1950
CMlllions of Dollars)

Net
Income Class

Taxable
Expenditure®

Under $1^ 000
$1,000 to $2,000
$2,000 to $3,000
$3,000 to $4,000
$4,000 to $5,000
$5,000 to $6,000
$6,000 to $7,500
$7,500 to $10,000
$10,000 and over
ALL CLASSES

$ 43.034
44.928
73,265
105.651
69.455
49.367
35.978
34.396
42.084
$498.158

^Including food.
TABLE 29
ESTIMATED REVENUE FROM A MONTANA
RETAIL SALES TAX AT SELECTED
RATES WITH FOOD TAXABLE, 1950
(Millions of Dollars )

Rate

Revenue

2%

$ 4.982
9.964
14.946
19.928

4%

expenditures data accounting for a food exemption (Table 30)
to produce new state class expenditures and a new aggregate
outlay (Table 31),
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-80TABLE 30 a
REVISED MEAN TAXABLE EXPENDITURES FOR CURRENT
CONSUMPTION BY NET INCOME CLASS, 1950

Net
Income Class

Tax.
Expend.
(Inc. Food)

Food
Expend,

Tax.
Expend.
(Exc. Food)

$1061
1443
2123
2889
3471
4214
4858
5612
7624

$ 371
488
704
913
1028
1126
1190
1307
1350

$ 690
955
1419
1976
2443
3088
3668
4305
6274

Under $1
$1,000 to
!>2,000 to
[ooo
!!3,000 to
,000
Î54,000 to
ÎÎ5,000 to :6,ooo
1:6 ,000 to ;7,500
!>7,,500 to „110,000
'410,000 and over
- -

j

^Sources ; Taxable expenditures (including food)—
Table 26 (page 77); food expenditures--Wharton-BLS, op. cit
Food expenditures represent an arithmetic averaging or data
for large cities, suburbs, and small cities in the West.
TABLE 31
REVISED TAXABLE MONTANA CONSUMPTION EXPENDITURES BY
NET INCOME CLASS AND REVISED TOTAL TAXABLE
MONTANA CONSUMPTION EXPENDITURES, 1950
(Millions of Dollars )

Net
Income Class
Under $1,000
f 1,000 to $2,000
::2,ooo to 5:3,000
1:3,000 to 5:4,000
5:4,000 to 5:5,000
5:5,000 to 5)6,000
5:6,000 to 5:7,500
1:7,500 to #10,000
#10,000 and over
ALL CLASSES

Taxable
Exnenditure®
$27 .986
29 .734
48 .970
72 .263
48 .885
36 .176
27 .165
26 .385
34 .632
$352,196

Excluding food,
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TABLE 32
ESTIMATED REVENUE FROM A MONTANA
RETAIL SALES TAX AT SELECTED
RATES WITH FOOD EXEMPT, 1950
(Millions of Dollars )

Rat©
2%

Revenue
$ 3,522
7,044
10,566
14,088

Annual Montana gross personal income figures for the
years 1950-1957 are shown in Table 33,

Allowing for the con

dition that retail sales tax revenues would have varied dir
ectly with personal income in these years, the 1950 yield data
TABLE 33®
ANNUAL MONTANA GROSS PERSONAL
INCOME^ 1950-1957
(Millions of Dollars )
Year
1950
1951
1952
1953
1954
1955
1956
1957

Income
$ 942
1026
1058
1084
1070
1141
1188
1274

^Sources : 1950-56 pe r 
sonal income--U, 8, Bureau of the
Census, Statistical Abstract of
the United States] 1957 personsTl
income--Uo S . Bureau of the Cen
sus , Compendium of State Govern
ment t’inances ln“T 9 ‘597'p<> 5Ô,
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-82from Tables 29 and 32 can be expanded accordingly.^

The

results of such an expansion are given in Tables 34 and 35.
TABLE 34
ESTIMATED REVENUE PROM A MONTANA RETAIL
SALES TAX AT SELECTED RATES
WITH FOOD TAXABLE, 1950-1957
(Millions of Dollars )
2%

Year
1950
1951
1952
1953
1954
1955
1956
1957

#4.982
5.425
5.593
5.733
5.658
6.031
6.279
6.731

Z%

#9.964
10.850
11.186
11.466
11.316
12.062
12.558
13.462

#14.946
16.275
16.779
17.199
16,974
18.093
18.837
20,193

#19.928
21.700
22.372
22.932
22.632
24.124
25.116
26.924

TABLE 35
ESTIMATED REVENUE PROM A MONTANA RETAIL
SALES TAX AT SELECTED RATES
WITH FOOD EXEMPT, 1950-1957
(Millions of Dollars )

Year

11

1950
1951
1952
1953
1954
1955
1956
1957

#3.522
3.835
3.954
4.053
4.000
4.264
4.439
4.759

_

2^
#7.044
7.670
7.908
8.106
8.000
8.528
8.878
9.518

#10.566
11.505
11.862
12.159
12.000
12.792
13.317
14.277

#14.088
15.340
15.816
16.212
16.000
17.056
17.756
19.036

^The expansion formula is Rt + 1 = R^ * (Yt + 1/ Y^),
where R is tax revenue, Y is gross personal income, and t
denotes a given year between 1950 and 1957.
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The foregoing revenue estimates do not include
probable retail sales tax collections from tourists.

The

appropriate adjustment in this regard is based on the 19501957 listing of total tourist expenditures in Montana shown
in Table 36.
TABLE 36^
ESTIMATED TOURIST EXPENDITURES
IN MONTANA, 1950-1957
(Millions of Dollars )

Year

Expenditure

1950
1951
1952
1953
1954
1955
1956
1957

$70,727
74.887
80.183
81.282
86.980
89.520
90.818
92.727

^Sources* 1950-51 expen
ditures --Mont ana Highway Commis
sion Advertising Department, 1951
Montana Travel Report| 1952-57
expenditures--Montana Highway
Commission Advertising Department,
Montana Tourist Survey.
Based on Table 37 below, all the Table 36 outlays
can be reduced by 15,4^ as a means of accounting for nontaxable disbursements on gasoline.^

Given a groceries (food)

^The 15.4% of all expenditures allocated to purchases
of gasoline can only be determined in accordance with the
following information:
(a) 1957 Montana gasoline tax
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-84TABLE 37®
ESTIMATED PERCENTAGES OP TOTAL MONTANA TOURIST
EXPENDITURES IN SELECTED CATEGORIES, 1957

Category
Meals
Groceries
Lodging
Automotive ;
Gasoline
Other
Miscellaneous

Percent
of totalb
21.8
7.2
26.9
15.4
17.5
11,1

®Sources; Gasoline--3ee footnote 3 abovej
other categories--William S . Peters and John S.
Wright, Tourist Travel and Expenditures In Montana,
1958, p . 69. ^Based on absolute data.
exemption, they can be deflated by an additional 7.2^.
Allowing for the gasoline and then both exemptions leads to
a determination of two sets of taxable tourist outlays (Table
38).

These, in conjunction with the selected sales tax

rates, give rise to the necessary revenue approximations
(Tables 39 and 40).
Total Montana retail sales tax revenue estimates
(domestic plus tourist ) for 1950-1957 appear In Tables 41
and 42 below.

They represent the addition of data from

collection from tourists amounting to $2,697 million, (b )
a 1957 Montana gasoline tax of
per gallon, (c) a 1957 re
tail gasoline price of 37^ per gallon In Great Falls, and
(d) the total expenditure by tourists of $92.727 million.
In terms of this data, [(a/b ) • c] /d =■ .154. The relevant
sources are; tourist gasoline tax revenue--1957 Montana
Tourist Survey, p. 7; gasoline tax--Montana State Board of
Equalization, Eighteenth Biennial Report, p. 33; Great Falls
gasoline prlce--Board of Equalization, op. clt., p. 8; and
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ESTIMATED PERCENTAGES OP TOTAL MONTANA TOURIST
EXPENDITURES IN SELECTED CATEGORIES, 1957

Category
Meals
Grocerle s
Lodging
Automotive :
Gasoline
Other
Miscellaneous

Percent
of totalb
21.8
7.2
26.9
15.4
17,5
11,1

®Source3; Gasoline--see footnote 3 above;
other categories--William S . peters and John S.
Wright, Tourist Travel and Expenditures In Montana,
1958, p . 60• ^Based on absolute data.
exemption, they can be deflated by an additional 7
Allowing for the gasoline and then both exemptions leads to
a determination of two sets of taxable tourist outlays (Table
38).

These, In conjunction with the selected sales tax

rates, give rise to the necessary revenue approximations
(Tables 39 and 40),
Total Montana retail sales tax revenue estimates
(domestic plus tourist) for 1950-1957 appear In Tables 41
and 42 below.

They represent the addition of data from

collection from tourists amounting to $2,697 million, (b)
a 1957 Montana gasoline tax of
per gallon, (c) a 1957 re
tail gasoline price of 37^ per gallon In Great Falls, and
(d ) the total expenditure by tourists of $92,727 million.
In terms of this data, [(a/b) * c] /d » ,154, The relevant
sources are: tourist gasoline tax revenue— 1957 Montana
Tourist Survey, p. 7; gasoline tax--Montana State Board of
Equalization, Eighteenth Biennial Report, p , 33; Great Falls
gasoline prlce--Board of Equalization, op. cit,, p, 8; and
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-85Tables 34 and 39, as well as Tables 35 and 40.
TABLE 38
ESTIMATED TAXABLE TOURIST EXPENDITURES
IN MONTANA, 1950-1957
(Millions of Dollars)

Tax.
Expend.
(Inc. Food)
$59.835
63.354
67.835
68.765
73.585
75.734
76.832
78.447

Year
1950
1951
1952
1953
1954
1955
1956
1957

Tax.
Expend.
(Exc. Food)
$54.743
57,962
62.062
62.913
67.322
69.289
70.293
71.771

TABLE 39
ESTIMATED REVENUE FROM A MONTANA RETAIL SALES TAX
ON TOURIST EXPENDITURES AT SELECTED RATES
WITH FOOD TAXABLE, 1950-1957
(Millions of Dollars)

Year
1950
1951
1952
1953
1954
1955
1956
1957

4^

2^
$ .598
.634
.678
.688
.736
.757
.768
.784

$1.196
1.268
1.356
1.376
1.472
1.514
1.536
1.568

$1.794
1.902
2.034
2,064
2.208
2.271
2.304
2.352

$2.392
2.536
2.712
2.752
2.944
3.028
3.072
3.136

total tourist expenditure— Table 36 (above).
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TABLE 40
ESTIMATED REVENUE EROM A MONTANA RETAIL SALES TAX
ON TOURIST EXPENDITURES AT SELECTED RATES
WITH FOOD EXEMPT, 1950-1957
(Millions of Dollars )

Year

1%

2^

1950
1951
1952
1953
1954
1955
1956
1957

$ .547
.580
.621
.629
.673
.693
,703
.718

$1.094
1.160
1.242
1.258
1.346
1.386
1.406
1.436

3%

4^

$1.641
$2.188
1.740
2.320
1.863
2.484
1.887
2.516
2.019 , 2.692
2.079
2.772
2.109
2.812
2.154
2.872

TABLE 41
TOTAL ESTIMATED REVENUE FROM A MONTANA
RETAIL SALES TAX AT SELECTED RATES
WITH FOOD TAXABLE, 1950-1957
(Millions of Dollars)

Year
1950
1951
1952
1953
1954
1955
1956
1957

2%

$5,580
6,059
6.271
6.421
6.394
6,788
7.047
7.515

$11.160
12,118
12.542
12.842
12.788
13.576
14.094
15.030

Z>%

$16.740
18.177
18.813
19.263
19.182
20,364
21.141
22.545

4%
$22.320
24.236
25.084
25.684
25.576
27.152
28.188
30.060
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-87TABLE 42
TOTAL ESTIMATED REVENUE FROM A MONTANA
RETAIL SALES TAX AT SELECTED RATES
WITH FOOD EXEMPT, 1950-1957
(Millions of Dollars )

Year
1950
1951
1952
1953
1954
1955
1956
1957

4^
$4.069
4.415
4.575
4.682
4.673
4.957
5.142
5.477

$ 8.138
8.830
9.150
9.364
9.346
9,914
10.284
10.954

$12.207
13.245
13.725
14.046
14.019
14.971
15.426
16.431

$16.276
17.660
18.300
18.728
18.692
19.828
20.568
21.908

The revenue estimates in Tables 34 and 35 appear
graphically in Chart 1 (page 25), while those in Tables 41
and 42 comprise part of Chart 2 (page 26).

In each case,

the sales tax data are involved in comparisons with actual
1950-1957 yields from the Montana Individual income tax
(Table 43).
TABLE 43®
REVENUE FROM THE MONTANA INDIVIDUAL
INCOME TAX, 1950-1957
(Millions of Dollars )

Year

Revenue

1950
1951
1952
1953
1954
1955
1956
1957

$3.688
4.435
5.328
4.896
4.923
5.308
7.577
7.551

aSource; Roy J. W. Ely, A Digest
of Taxes for State Purposes in Montana (Mis
soula ; Montana State Univerïïîty, 1959), p. 18,
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The revenue figures In Tables 41 and 42 can be cor
roborated in terms of an alternative method.

The initial

step in this respect is to divide the total mean WhartonBLS (i.e. . Montana) individual family expenditures from Table
26 into the two sets of taxable outlays found in Table 30.
The resulting percentages by net income class appear in Table
44.

These ratios, when weighted by the appropriate number

of Montana consuming units from Table 27, give rise to the
values shown in Table 45.

When the sum of the weighted per

centages (Table 45) is divided by the sum of the weights
(i.e., the total number of Montana consuming units from Table
27), two estimates of the portion of aggregate Montana con
sumption disbursements allocated to taxable items are
TABLE 44
PERCENTAGES OF ALL INDIVIDUAL FAMILY
EXPENDITURES ALLOCATED TO TAXABLE
ITEMS BY NET INCOME CLASS, 1950

Net
Income Class
10
#1,000 to 12, 000
:;2,ooo to ;3,000
U3,000 to :4,000
U4,000 to ;5,000
!15, 000 to ;e,ooo
U6,000 to ;7,500
!!7,500 to 110,000
f10,000 and over

Percent
Inc• Exc.
Food Food
75
78
78
79
79
80
81
80
80

49
51
52
54
56
59
61
62
66
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TABLE 45
WEIGHTED VALUES OF THE PERCENTAGES OF ALL
INDIVIDUAL FAMILY EXPENDITURES ALLOCATED
TO TAXABLE ITEMS BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
351,000 to :62,000
952,000 to ib,ooo
!>3,000 to 164,000
Î>4,000 to !65,000
5)5,000 to 566,000
5)6,000 to 167 ,500
557,500 to 5bo, 000
$10,000 and over
ALL CLASSES

determined.

Value
Inc.
Exc.
Food
Food
30,420
24,285
26,918
28,890
15,808
9,372
5,999
4,903
4.416

19,874
15,879
17,945
19,748
11,206
6,912
4,518
3,800
3,643

151,011

103,525

Each represents the the same situation, except

that in one case food is exempt and in the other it is not.
Both appear in Table 46.
TABLE 46
ESTIMATED PERCENTAGES OF MONTANA
CONSUMPTION EXPENDITURES ALLOCATED
TO TAXABLE ITEMS, 1950

Pood;

Percent

Not exempt

78

Exempt

53

In 1954, total sales within the retail trade and
services sectors of Montana's economy were of the magnitude
shown in Table 47.

Since sales are merely consumer expenditures
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45

WEIGHTED VALUES OP THE PERCENTAGES OF ALL
INDIVIDUAL FAMILY EXPENDITURES ALLOCATED
TO TAXABLE ITEMS BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
111,000 to Sfe2,000
:;2,ooo to !b,000
!)3,000 to 1U,000
::4,ooo to :b ,000
!>5,000 to ib,ooo
!>6,000 to fe7,500
i)7,500 to t10,000
$10,000 and over
ALL CLASSES

determined.

Value
Inc.
Exc.
Food
Food

30,420
24,285
26,918
28,890
15,808
9,372
5,999
4,903
4,416
151,011

19,874
15,879
17,945
19,748
11,206
6,912
4,518
3,800
3,643
103,525

Each represents the the same situation, except

that in one case food is exempt and in the other it is not.
Both appear in Table 46,
TABLE 46
ESTIMATED PERCENTAGES OF MONTANA
CONSUMPTION EXPENDITURES ALLOCATED
TO TAXABLE ITEMS, 1950

Pood*

Percent

Not exempt

78

Exempt

53

In 1954, total sales within the retail trade and
services sectors of Montana's economy were of the magnitude
shown in Table 47.

Since sales are merely consumer expenditures
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WEIGHTED VALUES OF THE PERCENTAGES OF ALL
INDIVIDUAL FAMILY EXPENDITURES ALLOCATED
TO TAXABLE ITEMS BY NET INCOME CLASS, 1950

Net
Income Claas
Under #1,000
"1,000 to #2,000
2.000 to ;;3,ooo
3.000 to 1)4,000
4.000 to !55,000
5.000 to ;56,000
6.000 to !57,500
17,500 to #10,000
10.000 and over
ALL CLASSES

determined.

Value
Inc.
Exc.
Food
Food
30,420
24,285
26,918
28,890
15,808
9,372
5,999
4,903
4,416

19,874
15,879
17,945
19,748
11,206
6,912
4,518
3,800
3,643

151,011

103,525

Each represents the the same situation, except

that In one case food Is exempt and In the other It Is not.
Both appear In Table 46.
TABLE 46
ESTIMATED PERCENTAGES OF MONTANA
CONSUMPTION EXPENDITURES ALLOCATED
TO TAXABLE ITEMS, 1950

Food»

Percent

Not exempt

78

Exempt

53

In 1954, total sales within the retail trade and
services sectors of Montana’s economy were of the magnitude
shown in Table 47.

Since sales are merely consumer expenditures
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restated, one can employ the Table 47 data In the latter
sense.

On this basis, a 1954 domestic expenditure in Montana

(Table 48 ) can be estimated by subtracting the 1954 tourist
outlay found in Table 36 from total retail trade and services
sales.

An application of the Table 46 percentages to this

estimate gives rise to a pair of taxable disubursements(Table
49).

These outlays, when measured in terms of a 1% sales

tax rate, provide two resident yield approximations (Table
50).

The addition of estimated 1954 sales tax receipts from

tourists (Tables 39 and 40) to the domestic values in Table
50 determines a like number of aggregate revenue estimates
(Table 51 ), which are compared to figures from Tables 41 and
42 in Table 5 (page 27).
TABLE 47®
RETAIL TRADE AND SERVICES
SALES IN MONTANA, 1954
(Millions of Dollars )

Sector

Sales

Retail Trade
Services

$778,033
64.913

TOTAL

$842,946

^Sources; Retail trade—
n. 8. Bureau of the Census, 1954
Census of Business, II, Part S,
pT 26-4j services--Ibid., VI, Part
2,
26—4.
p

.
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ESTIMATED RESIDENT EXPENDITURES
IN MONTANA, 1954
(Millions of Dollars )

Expenditure
Category
Total
Less ;

Expenditure
$842,946
86.980

Tourist

EQUALS?

RESIDENT

#755.966

^Sources? Total expenditure—
Table 47 (above); tourist expenditure-Table 36 (page 83).
TABLE 49
ESTIMATED TAXABLE RESIDENT EXPENDITURES
IN MONTANA, 1954
(Millions of Dollars)

Food?

Expenditure

Not exempt

$589,653

Exempt

#400.662

TABLE 50
ESTIMATED REVENUE FROM A MONTANA
RETAIL SALES TAX AT
ON RESIDENT
EXPENDITURES, 1954
(Millions of Dollars )

Food?

Revenue

Not exempt

$5,896

Exempt

$4,007
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TOTAL ESTIMATED REVENUE FROM A MONTANA
RETAIL SALES TAX AT 1%, 1954
(Millions of Dollars )

Food;

Revenue

Not Exempt

$6.632

Exempt

$4.680

The 1950-57 revenue estimates for a Montana retail
sales tax accompanied by a $25 income tax credit are based
on mean Wharton-BLS (i.e., Montana) data relating to family
size by net income class.

These appear in Table 52.
TABLE 52®

MEAN WHARTON-BLS FAMILY SIZE
BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
$1,000 to i12,000
$2,000 to i:3,000
is,000 to j;4,000
$4,000 to i;5,ooo
$5,000 to i>6,000
$6,000 to 3>7,500
$7,500 to 510,000
$10,000 and over

Family
Sizeb
1.4

2.0
2.6

3.2
3.4

3,5
3.5
3.7

3.3

®Souroe; Wharton-BLS, 0£. cit.
bFigure8 represent an arithmetic aver
aging of data for large cities, suburbs,
and small cities in the West.
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Under the oombined sales-lncome tax program, each
family would be accorded an Income tax credit amounting to
its numerical composition multiplied by $25.

In addition,

every single taxpayer would be able to deduct $25 from his
income tax liability.

In terms of both the Table 52 data

and the fact that single persons in all income classes
would take the same credit, total individual family and
single taxpayer credits by net income class in 1950 are
represented by the figures in Table 53.
TABLE 53
TOTAL INDIVIDUAL FAMILY AND SINGLE TAXPAYER
CREDITS BY NET INCOME CLASS AT A RATE OF
$25 PER PERSON, 1950

Credit
Net
Income Class

Ind.
Family

Single
Taxpayer

Under i ,000
!fel,000 to $2,000
! 12,000 to ::3,000
1:3,000 to !|:4,000
$4,000 to {:5,000
|5,000 to 1:6,000
6,000 to Î17,500
17,500 to $10,000
tl0,000 and over

$35.00
50.00
65.00
80,00
85.00
87.50
87.50
92.50
82,50

$25.00
25.00
25.00
25.00
25.00
25.00
25.00
25.00
25.00

|

It is possible to determine total family and single
taxpayer credits for the entire state by multiplying the
Table 53 credits by the number of families and unrelated
individuals in corresponding net income classes from Table
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27.

The resultant estimates, as well as appropriate totals

for all classes, are shown in Table 54.
TABLE 54
AGGREGATE MONTANA FAMILY AND SINGLE TAXPAYER
CREDITS BY NET INCOME CLASS AT A RATE OF
$25 PER PERSON, 1950
(Millions of Dollars)

Credit
Net
Income Class
Under $1,000
"51,000 to $2,000
^2,000 to $3,000
53.000 to #4,000
64.000 to $5,000
>5,000 to #6,000
56.000 to $7,500
67,500 to $10,000
610.000 and over
ALL CLASSES

Family
$ .549
.919
1.723
2.523
1.570
.955
.615
.539
.429
$9.822

Single
Taxpayer

Total

$ .622 $1.171
.319
1.238
.200
1.923
.126
2.649
.038
1.608
.020
.975
.009
.624
.008
.547
.008
.437
$1.350 $11.172

The 1950 credit for all taxpayers in all classes can
be expanded through 1957 in terms of a direct variance with
4
Montana gross personal income, the annual values of which
occur in Table 33.
below.

The 1950-57 credits appear in Table 55

When subtracted from corresponding revenue estimates

for a 4^ retail sales tax, which are found in Table 41,

The expansion formula in this case is 0^4" 1 = 0 % •
(Yt“f" 1/Y%), where C is a tax credit, Y is gross personal in
come, and t denotes a given year between 1950 and 1957.
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they give rise to a set of net sales tax yields (Table 56).
These are part of the comparison in Chart 5 (page 69).
TABLE 55
MONTANA INDIVIDUAL INCOME
TAX CREDITS, 1950-1957
(Millions of Dollars )

Year

Credit

1950
1951
1952
1953
1954
1955
1956
1957

$11,172
12.166
12.543
12.857
12.690
13.528
14.083
15.097

TABLE 56
ESTIMATED REVENUE FROM A 4^ MONTANA RETAIL SALES
TAX WITH POOD TAXABLE ACCOMPANIED BY A |25
INCOME TAX CREDIT, 1950-1957
(Millions of Dollars )

Year

Revenue

1950
1951
1952
1953
1954
1955
1956
1957

$11,148
12.070
12,541
12.827
12.886
13.628
14,105
14.963
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APPENDIX B
THE NATURE OP EQUITY ESTIMATES FOR A MONTANA RETAIL SALES
TAX AT SELECTED RATES AND A 4^ MONTANA RETAIL SALES
TAX ACCOMPANIED BY A $25 INCOME TAX CREDITl
Equity approximations for a Montana retail sales tax
at the \% through 4^ rates depend in part on mean WhartonBLS (i.e., Montana) gross and net individual family incomes
by net income class (Table 57).

When these are divided in

to corresponding absolute family tax burdens, which are
computed by applying the selected sales tax rates to the
taxable expenditures found in Table 30 (page 80) and appear
in Tables 58 and 59, the percentage burdens occurring in
TABLE 57

a

MEAN WESTERN GROSS AND NET INDIVIDUAL FAMILY
INCOMES BY NET INCOME CLASS, 1950

Net
Incorn»

Gross
Income^

Net
Income Class

$

Under $1,000
$1,000 to $2,000
J!2,000 to !>3,000
U3,000 to !>4,000
1)4,000 to !15, 000
:15,000 to |)6,000
{>6,000 to $7,500
{>7,500 to $10,000
$10,000 and over

630
1573
2638
3725
4794
5935
7254
9294
18211

$

611
1526
2514
3510
4462
5450
6601
8433
15036

^Source: Wharton-BLS, o£. cit. ^Incomes
represent an arithmetic averaging of data for large
cities, suburbs, and small cities in the West.

^This appendix is based on pages 21 through 23 above
-96-
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•97TABLE 58
ESTIMATED MONTANA INDIVIDUAL FAMILY RETAIL SALES TAX
BURDENS AT SELECTED RATES WITH FOOD TAXABLE
BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
■■>1,000 to $2,000
52.000 to 53, 000
53.000 to 4.000
^4,000 to 5.000
55.000 to 6.000
56.000 to 7,500
k7,500 to 10,000
510,000 and over

tax
#10 <61
14 .43
21 .23
28 .89
34 .71
42 .14
48 .58
56 .12
76 .24

2% tax

Z% tax

$ 21.22
28.86
42.46
57.78
69.42
84.28
97.16
112.24
152.48

# 31.83
43.29
63.69
86.67
104.13
126.42
145.74
168.36
228.72

tax
# 42.44
57.72
84.92
115.56
138.84
168.56
194.32
224.48
304.96

TABLE 59
ESTIMATED MONTANA INDIVIDUAL FAMILY RETAIL SALES TAX
BURDENS AT SELECTED RATES WITH FOOD EXEMPT
BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,
tl,000 to
■
2,000
,w,000 to 13,000
53.000 to >4,000
54.000 to >5,000
55.000 to 6,000
;6,000 to 57,500
II , u w w
57,500 to 110,000
110.000 and over
>

>

1% tax

2% tax

# 6.90
9.55
14.19
19.76
24.43
30.88
36.68
43.05
62.74

# 13.80
19.10
28.38
39.52
48.86
61.76
73.36
86.10
125.48

tax
$ 20.70
28.65
42.57
59.28
73.29
92.64
110.04
129.15
188.22

4^ tax
# 27.60
38.20
56.76
79.04
97.72
123.52
146.72
172.20
250.96
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-98Tables 6 (page 28) and 7 (page 29) are determined.
Percentage retail sales tax burdens on the basis of
Butte data can be computed in terms of the taxable expend
itures shown in Table 60.
1$ through

When these are multiplied by the

sales tax rates, they generate two sets of

absolute family burdens by net income class (Tables 61 and
62).

By dividing the appropriate Butte gross and net income

figures (Table 63) into the absolute liabilities, it is
possible to obtain the percentage burdens shown in Tables
8 (page 30) and 9 (page 31).
TABLE 60®
BUTTE INDIVIDUAL FAMILY EXPENDITURES FOR CURRENT
CONSUMPTION BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
1.000 to $2,000
^2,000 to #3,000
3.000 to $4,000
4.000 to $5,000
p , 0 0 0 to #6,000
56.000 to $7,500
^7,500 to #10,000
510.000 and over

®Source:

Non-tax. Tax.
Tax.
E x d end.
E x d end. E x d end.
(Inc.
Food
(Exc.
Total (Exc.
Food ) E x d end. Food )
E x d end. Food )
$1012
1755
2692
3805
4898
5019
5979
(b)
9019

$ 271
445
653
985
1457
1452
1294
(b)
1778

$ 741
1310
2039
2820
3441
3567
4685
(b)
7241

Wharton-BLS, op. cit.

$ 456
656
845
1101
1207
1386
1466
(b)
2101

$ 285
654
1194
1719
2234
2181
3219
(b)
5140

^Data not available
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-99TABLE 61
ESTIMATED BUTTE INDIVIDUAL FAMILY RETAIL SALES TAX
BURDENS AT SELECTED RATES WITH FOOD TAXABLE
BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
{;i,ooo to {62,000
{>2,000 to {63,000
{>3,000 to {64,000
{>4,000 to {65,000
{>5,000 to {66,000
{|:6,ooo to {67,500
$7,500 to {bo, 000
$10,000 and over

tax

$ 7.41
13.10
20,39
28.20
34.41
35.67
46.85

tax

tax

$ 14.82
26.20
40.78
56.40
68.82
71.34
93.70
(a)

(a)

72.41

144.82

$ 22.23
39.30
61.17
84.60
103.23
107.01
140.55
(a)

217.23

tax
$ 29. 64

52.40
81. 56
112.80
137.64
142. 68
187. 40
(a )

289.64

aData not available for purposes of computation.

TABLE 62
ESTIMATED BUTTE INDIVIDUAL FAMILY RETAIL SALES TAX
BURDENS AT SELECTED RATES WITH FOOD EXEMPT
BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
$1,000 to $2,000
$2,000 to !b,000
{>3,000 to ik,ooo
$4,000 to 165,000
{15,000 to {66,000
{>6,000 to #7,500
{>7,500 to $10,000
{^0,000 and over

\% tax

2% tax

$ 2.85
6.54
11.94
17.19
22.34
21.81
32.19
(a)
51.40

$

5.70
13.08
23.88
34,38
44.68
43.62
64.38
(a)
102.80

tax
$

8.55
19.62
35.82
51.57
67.02
65.43
96.57
(a )
154.20

4% tax
$ 11.40
26.16
47.76
68.76
89.36
87.24
128.76
(a)
205.60

a
Data not available for purposes of computation.
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TABLE 63

a

BUTTE GROSS AND NET INDIVIDUAL FAMILY
INCOMES BY NET INCOME CLASS, 1950

Net
Income Class
Under $1,000
1,000 to ;>2,000
2,000 to ;!3,000
3.000 to :;4,000
4.000 to S5,000
5.000 to :>6,ooo
6.000 to !Î7,500
7,500 to #10,000
$10,000 and over

Gross
Income

Net
Income

I

$

627
1522
2703
3644
4639
5964
7421
(h)
24235

627
1451
2591
3465
4314
5376
6674
(b)
16639

^Source: Wharton-BLS, 0£. clt.
^Data not available.
Equity estimates for the combined 4% retail sales
tax-$25 credit system are determined by first subtracting
TABLE 64
ESTIMATED MONTANA INDIVIDUAL FAMILY BURDENS BY NET
INCOME CLASS FOR A 4^ RETAIL SALES TAX
ACCOMPANIED BY A $25 INCOME
TAX CREDIT, 1950

Net
Income Class
Under $1,000
$1,000 to !fe2,000
$2,000 to b,ooo
$3,000 to !k,ooo
$4,000 to Îb,ooo
#5,000 to J66,000
$6,000 to {67,500
#7,500 to 610,000
$10,000 and over

Burden
$

7.44
7.72
19.92
35.56
53.84
81.06
106.82
131.98
222.46
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the total individual family credits found in Table 53 from
the corresponding family burdens under conditions of a 4%
retail sales tax with food taxable (Table 58).

The net

burden estimates (Table 64 above) are then divided by the
appropriate gross and net family incomes from Table 57.
The results are given in Table 24 (page 70).
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APPENDIX C
THE NATURE OF ESTIMATED REVENUE FOR THE MONTANA
TAXATION“EDUCATION COMMISSION PROPOSED TAX
It is impossible to obtain Montana Net Income fig
ures.

A look at Table 17 (page 52) reveals that it is also

impossible to compute them.^

Their absence makes an evalu

ation of the Taxation-Education Commission revised income
tax plan contingent on some statistical maneuvering.
For the purpose of estimation it is assumed that
the revenues obtained through a tax at 1^^ of Montana Net
Income would have varied directly with Adjusted Gross In
come between 1950 and 1957.

The relevant Adjusted Gross

Income data are shown in Table 65,
TABLE 65^
MONTANA ADJUSTED GROSS INCOME, 1950-1957
(Millions of Dollars )

Year
1950
1951
1952
1953
1954
1955
1956
1957

Income
$694.052
772.597
784.291
811,641
840.262
897.301
890.246
974.573

^Source; U. S. Internal Revenue Ser
vice, Statistics of Income
1There is no way to ascertain any of the determinants
of Montana Net Income, except the Federal Adjusted Gross In
come
-102.
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The Commission implies that $11,000,000 would be the
return from its new tax, if the Adjusted Gross Income were
$900,000,000.^

Using this estimate as a guide, an expansion

formula can be determined.^

The use of this formula gives

rise to the revenue estimates in Table 66.

The table 66

data are used for comparative purposes in Chart 3 (page 54).
TABLE 66
ESTIMATED REVENUE FROM A TAX AT 1&^
OF MONTANA NET INCOME, 1950-1957
(Millions of Dollars )

Year

Revenue

1950
1951
1952
1953
1954
1955
1956
1957

1 8.841
9.441
9.584
9.918
10.268
10.965
10.879
11.909

^Renort of the Montana Taxation-Education Commission
to the Governor, p p . 19-20.
^The expansion formula in this case is R = (11/900)
A, where R la tax revenue and A represents Montana Adjusted
Gross Income.
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APPENDIX D
THE NATURE OF REVENUE PROJECTIONS
In Table 22 (page 62) are listed 1959 revenue pro
jections for a 2% Montana retail sales tax with food tax
able, a retail sales levy at the same rate with food exempt,
a 1^ Montana retail sales tax with food taxable, and the
Taxation-Education Commission proposed tax on Montana Net
Income.

A similar estimate for the 4^ retail sales tax-

$25 income tax credit combination is found on page 68.
In each of these cases, the given projection has been made
in accordance with the method of least squares.^

The basic

data involved are the various 1950-1957 revenue estimates,
located as shown in Table 67.
TAB IE 67
THE LOCATION OP BASIC DATA USED IN THE MAKING
OF 1959 REVENUE ESTIMATES FOR SELECTED TAXES

Tax
2% retail sales tax

Table

Page

41

86

42

87

41

86

66

103

56

95

(food taxable)
2% retail sales tax

(food not taxable)
1% retail sales tax
(food taxable)
Taxation-Education Com
mission income tax
4% retail sales tax-$25
income tax credit

^The reader is referred to any standard statistics
text for an explanation of this method.
-104-
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